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SALE OF EX-GERMAN SHIPS, 



Committee on the 
Merchant Marine and Fisheries, 

House op Representatives, 

Friday, February 20, 1920. 

The committee met at 10.30 o'clock a. m., Hon. William S. Greene 
(chairman), presiding. 

The Chairman. Judge, if you are ready, we will be glad to have 
you give us as much information as you can on the subject of the 
sale of the ex-German ships. 

STATEMENT OF HON. JOHN BABTON PATHE, CHAIBXAN 
UNITED STATES SHIPPING BOABD. 

Mr. Payne. Mr. Chairman, the subject of the sale of the ex- 
German ships, and the reconditioning and the cost, became the 
subject of discussion by the board some months ago. As the figures * 
began to come in showing the very large cost to recondition (and by 
that I mean to convert taem from troop ships, as they are now, to 
passenger ships) the board gave consideration to the question as to 
whether following the policy of Congress that the merchant ships of 
all sorts should pass to private ownership did not require us to sell 
the ships. Accordingly, on the 26 th of December, we made this 
formal announcement which was published throughout the country: 

BOARD HAS UNDER CONSIDERATION THE SALE OF THE EX-OERMAN PASSENGER SHIPS. 

The board has under consideration the sale of the ex-German passenger ships, all 
classes, all sizes, and would be glad to receive proposals and suggestions from persons, 
firms, or corporations, with the stipulation that the ships shall be run under the 
American flag; proposals to indicate the line or service in which the ships are to be 
operated. 

On the 2d or 3d of January, I am not sure which date of the month 
it actually went out, we sent out this formal notice to 1,200 persons 
on one list, including all of the shipping interests of the United 
States, all operators, all owners, and allpersons who had at any time 
written in to the board about ships, of whom a list is kept, and to 
every chamber of commerce in the United States, 1,200; also, to a 
separate list of 750, to all of the newspaper associations of the United 
States and to the leading newspapers ol the United States: 

Proposals will be received by the United States Shipping Board, Washington, D. C, 
up to and including January 20, 1920, for the purchase of any and all of the passenger 
ships, a list of which is attached, said proposal to be accompanied by a certified check 
for 2} per cent of the total amount bid. Bids to be either lump sum per ship or per 
gross ton basis. The following information should accompany all bids: 

1. Trade or service in which ship will be placed if bid is accepted. 

2. Such assurances as may be possible that service will be permanent. 

3. The amount of United States tonnage now owned by the bidder. 
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4 SALE OF EX-GERMAN SHIPS. 

4. The percentage of foreign ownership or interest in partnership, company, or 
corporation bidding. 

5. Foreign interest in bid, if any. 

6. Particular fitness of bidder for proposed service. 

All bids to be based on taking title of ship as is, it being understood and agreed that 
any commitments of the Shipping Board involving operation, repairs, or alterations 
will be subject to further negotiation. Bidders will state definite terms upon which 
payment or payments will be made, it being understood that a bill of sale will not be 
delivered until at leajst 25 per cent of the total purchase price shall have been paid . 
In the event the bid is accepted by the board and the board stands ready and willing 
to deliver bill of sale and the bidder is in default, the Shipping Board shall retain 
deposit of 2^ per cent as liquidated damages. The board reserves the right to reject 
any and all oids. All bids should be addressed to chairman, United States Shipping 
Board, Washington, D. C, and marked ** Proposals for purchase passenger ships. 
Action may be expected at first meeting of the Shipping Board after January 20. 

In a sense that bidding (this was the private attitude of the board) 
was to find out whether we could sell the ships for a fair pricq. The 
bids were returned on the 20th. We opened the bids and called a 
meeting of the board. Before the meeting of the board, however, 
I wrote to the President this letter: 

January 24, 1920. 
Subject: Sale of ex-German passenger ships. 

Dear Mr. President: The above involves very important q^uestions. Some 30 
of these ships used by the Army as transports are in the possession of the Shipping 
Board. 

That is not exactly true; a few of them are still in possession of the War Department. 

To recondition them into passenger ships will involve an expenditure possibly of 
$40^000,000 or $50,000,000. It has seemed to us that in view of the national prohibition 
policy, if operated by the Shipping Board, we could not sell liquor thereon, and if 
we did not, it is doubtful whetner we can operate them without a loss, in competition 
with ships of foreign countries having the privilege of selling liquor. Indeed, the 
question of operating passenger ships by the Shipping Board is in any case proble- 
matical. 

After considering the matter, we decided to invite bids to determine whether we 
could sell to private persons at approximately a fair price. We accordingly adver- 
tised. The bids are now in, it being understood that if sold the vessels are to be 
operated under the American flag and in routes designated by the Shipping Board. 
Tliis seemed necessary to enable us to establish services to countries wnere such a 
service is of first importance — South America, for instance . The bids do not represent ^ 
even approximately, what the ships would now cost to build and run from about $50 
to $264 per ton, ancl the bids represent a large sum. 

My personal view is (the bids are just in and have been tabulated and will be dis- 
cussed by the board next Tuesday or Wednesday) that it will be wise to sell the ships; 
that we can get more for them now than at any future time and much more than if the 
board undertakes to establish the different lines and operate them; but, before taking 
any action, we very much desire to have your views. 

In the advertised list there are six, the jPresident Grants Mercury, Powhatan, Susque- 
hanna^ Madawasha, and Artemis^ which, by virtue of the memorandum submitted to 
you on August 25, 1919, by the United States Navy Department, War Department^ 
Shipping Board, and Department of Commerce, it was provided should then be turned 
over by the War Department to the Shipping Board and held as an Army transport 
reserve. 

My vi^w is that these ships should also be sold. If an emergency should arise to 
make it necessary for the War Department to have these ships, they would be under 
the American flag and, even though in private ownership, would be subject to the 
control of the President and the Congress. Besides, the Shipping Board is building 
for the Army 11 new troop ships. I suggest, therefore, thftt it would be a mistake to 
require the Shipping Board to keep these ships permanently in its service, if it is 
decided to sell tiie o&er passenger snips. 

Will you be good enough to indicate to us your views in premises. 

The President sent word that he would await the action of the 
board. Following that 

Mr. White. Was that message from the President communicated 
in writing? 
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Mr. Payne. It was an informal message. Following that the board 
met and we discussed the subject quite fully. We lelt we had not 
ascertained with sufficient definiteness what it would cost to recon- 
dition the ships or what the ships were worth in their present con- 
dition, and it was decided to have our different divisions dealing with 
those questions advise us what it would cost to recondition the ships, 
based upon contracts actually in hand or estimates received, and also 
what the ships were worth, based on new ships built now and depre- 
ciated. We therefore adjourned our meeting until the following week, 
at which time there was submitted to us these facts: That we had 
actual bids on the reconditioning of six ships, to wit, the Aeolus, 
$2,279,100, or $223.40 per gross ton; Huron, $1,919,093, or $178.70 
per gross ton: Susquehanna, $382,000, or $38.50 per gross ton; CaUao, 
$861,400, or $104.70 per gross ton; De Kalh, $3,815,100, or $433.60 
per gross ton; Moccasin, $530,000, or $123 per gross ton. The 
Moccasin, by the way, is finished and in service. 

Mr. KiNCHELOE. Was that to recondition those ships, you say? 

Mr. Payne. Yes. 

Mr. KiNCHELOE. The cost? 

Mr. Payne. Yes. And these figures are actual; not estimates. I 
mean by that we have advertised lor bids, and the Navy Department 
has competed with the outsiders on these prices. I ought to say 
about the DeKalh, where the amoimt is $3,815,100, there was a fire 
in that ship, so that she is worse than any of the others. 

Mr. BuRKouoHS. Did you state from whom you obtained those 
figures for the reconditioning ? 

Mr. Payne. Our repair division. 

Mr. Hardy. One ship you said was alreadv in service ? 

Mr. Payne. The Mocca^n, We have finished her and she has been 
to South America and back. 

Mr. RowE. But you took bids, or vour department did ? 

Mr. Payne. All of those are actual bids. 

Mr. RowE. More than one bidder? 

Mr. Payne. Oh, yes; and the Navy Department bid with the others 
for the work. 

Mr. Chindblom. Did the Navy Department get any of the work ? 

Mr. Payne. On one boat. . 

Mr. Hardy. What did the Moccasin cost you actually ? 

Mr. Payne. $530,000. 

Mr. Hardy. How much was that per ton ? 

Mr. Payne. $123. The reproduction cost of those ships, as our 
people estimated it, was $105,028,445. Depreciated according to the 
ages of the respective ships, at 5 per cent, leaves a present value on 
the 20 ships on which this estimate was made of $30,738,764. The 
reason we made the estimate on 20 rather than on the 30 was because 
we have individual bids only on the 20, 

Mr. Chindblom. Did I understand the reproduction cost of the 20 
ships was $105,000,000 ? 

Mr. Payne. Right. The board thereupon discussed the matter 
fully. There was a difference of opinion in the board, but we unani- 
mously passed this resolution: 

Resolved f That the Ship Sales Division be, and is hereby, authorized to sell the 
«x-Qennan passenger sliips subject to the approval of the board as to each ship. 
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This resolution was submitted to the President, and he wrote on it: 

Action of the board approved. 

Mr. White. May I ask you, before you leave this branch of the 
matter, whether you can give us any ngures as to the ages of these 
several ships ? 

Mr. Payne. Every one.. The average age is 1 6 years. Now, it is 

Eointed out — Mr. Stevens perhaps will demonstrate that, because he 
as views on that subject — that depreciating at 5 per cent is not a 
fair basis because, where the ship is 20 years old or more, that brings 
it to a value of nothing; whatever; while, as a matter of fact, we have 
substantial bids on snips that old. I have the ages here of the 
particular ships. 

These ships were taken over by the Government by the joint resolu- 
tion of the Congress, and in that joint resolution it was provided that 
the Navy Department should appoint an appraisal board. I have it 
here. 

The Secretary of the Navy be, and is hereby, authorized and directed to appoint,, 
subject to the approval of the President, a Board of Survey, whose duty it shall be to 
ascertain the actual value of the vessel, its equipment, appurtenances, and all property 
contained therein at the time of its takinsr, and to make a written report of their 
findings to the Secretary of the Navy, who shall preserve such report with the records 
of his department. These findings shall be considered as competent evidence in 
all proceedings on any claim for compensation. 

The Navy appraisement was made, and it represents a sum sub^ 
stantially less than the bids which we received. 

We received one bid of $28,000,000 for the 30 ships, which we 
rejected. 

Mr. Chindblom. Was that on the 20th of January ? 

Mr. Payne. I am talking now about the 20th. We received indi- 
vidual or group bids on 20 of the ships, of $28,744,020. The resolu- 
tion which I have read, which the board passed unanimously on the 
2d of February, brought about the auction sale. That seemed to 
us the best way to find out whether we could get a better price for 
them. It may be because the controversy got into the press, which 
I do not know, but the fact is all bids at the auction sale, with an 
exception here and there, were less favorable than the bids submitted 
on the 20th of January. The auction bids on 15 vessels, excluding 
the Leviathan, were $20,400,000. Some of these were better bids 
than we had had; some not so good. .The sealed bids on 20 boats, in- 
cluding the LeviathaThj were $28,000,000. The Navy valuation 
on 19 boats — they seem to have slapped a ship here and there, so 
that we have not the exact number — ^which includes the Lev^UUhan, 
was $20,180,000. 

Mr. White. What was the date of the Navy appraisal ? 

Mr. Payne. Following our taking them over, which was when we 
went into the war. 

Mr. White. So it was something more than a year ago ? 

Mr. Payne. Yes. 

Mr. RowE. Nearer two years ago ? 

Mr. Payne. Probably about two years ago, or a little less. It 
was probably immediately after we went into the war. These ships 
were taken over under the joint resolution of May 12, 1917, and^ 
while I have not the date, I presume it was very soon after that. 

Mr, Burroughs. That is pretty nearly three years ago. 
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Mr. Payne. That is right. 

Mr. White. Was the Navy appraisal made after the ships had 
been converted into the form of transports ? 

Mr. Payne. No, sir. 

Mr. White. Or in their condition as passenger ships ? 

Mr. Payne. While I have no personal Knowledge of that subject and 
must not be considered as speaking of personal knowledge, my impres- 
sion is that they were made before tnere had been any substantial 
change. 

Mr. Hakdy. Evidentlv it was made with a view of a .settlement in 
case of claim for the taking over of those ships and must have been 
made upon the condition of the ship exactly as when it was taken 
over. 

Mr. Payne. That is my understanding. 

Mr. KiNCHELOE. Right at that point, would you mind inserting in 

irour hearing the ages of those ships, and also what is the average 
if e of a ship of that character, if you know ? 

Mr. Payne. Please do not ask me that. The ages of the ships were : 
The Aeolus, 21 years; America, 15; Amphion, 21; Antigone, 20; 
Artemis, 18; Blade Arrow, 16; CaUao, 8; De Kalh, 16; Eten, 13; 
George Washington, 12; Martha Washington, 12; MadatmsJca, 13; 
Moccasin, 17; Mount Vernon, 14; Leviathan, 6; Nanseynond, 24; 
Orion, 18; Pocahontas, 20; President Grant, 13; Princess Matoika, 20; 
Susquehanna, 21 ; Von Steuben, 19. ' 

Mr. Davis. Just a question there: At the time the estimates were 
made by the Navy Department and before these ships had been 
converted into troop ships, was it not a fact that they nad a higher 
market yalue than after they were converted into troop ships? In 
other words, for peace time service they are naturally more valuable 
in condition for passenger ships than troop ships? 

Mr. Payne. Yes. Would you mind leaving that until I get this 
story before you ? 

Mr. Davis. Certainly. I did not know you were going to come 
to it. 

Mr. Payne. I wanted just to give you the history. Besides what 
1 have said as to the facts we then had before us when we passed thi^ 
resolution, we thought it would be wise to have an estimate of the 
most capable experts we have in the country so we passed this 
resolution: 

Commissioner Donald suggested that Messrs. Frank S. Martin and J. Howland 
Gardner be consulted in ret^ard to the valuation of these ships and Commissioner Scott 
concurred in this suggestion. Thereupon, upon motion of (>)mmi88ioner Donald, 
seconded by Commissioner Scott, and duly carried, the following resolution was 
adopted: 

*' Resolved, That a committee of appraisal, consisting of Frank S. Martin and .T. 
Howland Gardner, be appointed to appraise the value of the ex-German ships; that 
the expenses shall not exceed $100 a day to each man and that Commissioner Scott 
he autnorized to arrange to sit with them in making the appraisals." 

Commissioners Donald and Stevens su^ested they would also like to sit with this 
committee, and the chairman concurred m this suggestion. 

I think Commissioner Stevens makes some point about who sat in. 
I never heard who was sitting in, so I have no information on that 
subject; but the report under date of the 12th was returned to me 
and here it is, giving the individual estimates on each of these ships 
as is, and I would just as leave not put this in the record if it is all 
the same. 
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Mr. RowE. We would like to have it in the record. 
Mr. Payne. It is addressed to the Shipping Board, dated New 
York, February 12, 1920: 

We, the undersigned, having been duly requested to value the following stesmBhips 
in their present condition and as of February, 1920, after having availed oureelves 
of the best possible information regarding them and also having taken into considera- 
tion the cost of reconditioning the ships to restore them to their former condition 
before being taken over and converted into transports, etc., we value them as follows — 

I won't read the ex-German name. 

Leviathan $5, 125, 000 

George Washington 2, 710, 000 

America 2, 000, 000 

Mount Vernon 1, 500, 000 

Agamemnon 1, 000, 000 

President Grant 3, 000, 000 

Nansemond 1, 000, 000 

Aeolus 800, 000 

Philippines 600, 000 

Mercury 500, 000 

Pocahontas 1, 250, 000 

Huron 550, 000 

Powhatan 900, 000 

Susquehanna 1, 000, 000 

Antigone 950, 000 

Madawaska 750, 000 

Artemis 1, 000, 000 

Austin 1, 500, 000 

Amphion 800, 000 

Black Arrow 1, 000, 000 

Orion 500, 000 

Whitte— Freedom 400, 000 

Armenia 450, 000 

Wyandotte * 375, 000 

Moccasin 700, 000 

Callao 1 , 250, 000 

Von Steuben 860, 000 

De Kalb 500, 000 

Princess Matoika 900, 000 

Of course we have reconditioned the Moccasin. 

Mr. Edmonds. What does that total ? 

Mr. Payne. It is not added up here. It is signed by Frank S. 
Martin and J. Rowland Gardner. 

Mr. Stevens. That totals $27,585,000. That does not include 
2 of thfi ships in the 20. The Martha Washington and the Eten they 
did not put any values on. 

Mr. Payne. The Martha Washinaton is not one of the ex-German ships. 

Mr. Stevens. It is one of the ships that has been advertised. 

Mr. Payne. I think probably that total is understating it, but I 
do not know. Now, I nave a paper here that gives the bids, but I 
am not much for detail and unless you ask me as to any particular 
ship, I will pass it. We conducted the auction on the 16tn of Feb- 
ruary. It lasted into the 17th. During the 17th we had a meeting 
of the board and discussed the whole subject. I would like to read, 
if I may, the statement that I submitted to the Commerce Committee. 
It is very short, but it presents the matter as I saw it: 

Following the policy expressed in existing legislation and orders of the President, 
it has been the policy of tne board to sell the ships to American citizens for private 
operation under the American flag and in this way to encourage the creation of a 
merchant marine. Acting under this policy, we have sold 188 ships of the value of 
$93,545,947.83, including 18 ex-German cargo ships taken over under the same joint 
resolution as these passenger ships. The reason we have sold only cargo ships is 
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becaufle these paaBenger ships were used by the War Department in troop movement 
and were not m our possession. The policy, however, of establishing a merchant 
marine under private ownership applies equally to passenger and cargo ships. 

Does the Congress desire to change this policy to public ownership of ships? If so, 
these ships should not be sold. Congress snould direct the Shipping Board to expend 
the necessary money to convert the ships from troop to passenger ships, estimated at 
about $75«0()0,000, and pay such additional costs as may be involvea. It should be 
understood that the ships, whether owned by the Government or by private capital, 
must in either case be operated by the shipping companies which are now bidding 
for the ships. The Government has no adequate organization for the direct operation 
of ships. If the Government continues to be the owner, it must pay the operators a 
fixed fee and a commission upon receipts and take whatever pronts remain or, if no 
profit remains, must bear all losses. In this case, the operator will have no invest- 
ment in the ships and all of the risk of loss is the Government's. 

Price. — ^The joint resolution of Congress, under which the ships were taken over, 
peovided for the appointment of a Naval Board to appraise the value of the ships 
This appraisement was made and the prices at which we can now sell the ships sud- 
stantially exceeds the prices fixed by this board. 

Market. — Limiting the use of the ships to American citizens under the American 
flag limits the market to our own people, and there is now an active demand for ships. 
Passenger ships are scarce and building prices are high. These conditions mav 
change; prices may drop and the value oi tne ships be correspondingly lessened. It 
is my conviction, therefore, that there will not come a time when more may be ob- 
tained for ships than now. 

If we proceed to recondition the ships, making them fit for passenger use, it will 
take from six to eight months to put them into service. What tne rate situation may 
then be we can not foresee. My conviction is that if we expend the approximate sum 
of 175,000,000 for reconditioning, we will not hereafter be aole to sell the ships for the 
cost of reconditioning plus the price we can now sell the ships. We submit, tnerefore, 
that unless the Congress desires to change the policy in favor of public ownership as 
against private ownership, the board should proceed to negotiate and, having ob- 
tained the highest possible price, sell the ships. Accordingly, the board submits the 
following resolution as its recommendation: 

** Resolved, That in the report submitting the bids to the Senate and House com- 
mittees the board states that it proposes to take the following action: The board be- 
lieves that, in view of the uncertainty as to whether the sales of the ex-German ships 
would actually be made, the bids received are much less than can be obtained by 
further negotiations. 

^^Resolvedy That the bids received on the 20th of January in response to advertise- 
ments for sealed bids and those received at the public auction held on the I6th and 
I7th instants be and the same are hereby rejected, and that the checks of the bidders 
be returned. 

** Resolved further, That the sales division be and it is hereby instructed to negotiate 
further for the sale of the ex -German passenger ships on the terms heretofore an- 
nounced in the original advertisement; that is. that they be sold only to American 
firms, corporations, or persons, for use under the American flag and ofjfered with ref- 
erence to routes or services established by t^e board; and that each negotiation, when 
the highest price possible is reached, be reported to the board for its action." 

The vote on that was three to one, Mr. Stevens not agreeing with 
our view. 

Mr. Chindblom. Are there four members of the board now, Judge t 

Mr. Payne. There are four; one vacancy. Now, I did not state, 
and I should have stated on that subject, that the estimate of the 
cost of reconditioning on the 20 ships on which we made our calcu- 
lation was $57,528,166. As .to that, as I have already explained, the 
estimates are based on the actual bids for 6, while for the 14, of the 
remaining 20, was estimated on those figures. And the estimate 
was made on 20 ships only because we hm individual bids onlv on 
the 20 ships. My statement of $75,000,000 has reference to both 
the 20 and the 10 additional ships of the 30. 

Mr. White. In the list giving the estimated value there seemed 
to be 29 ships and the total value, as I have added it up, is $33,860,000. 

Mr. Edmonds. I thought the judge testified there was one ship 
missing. 
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Mr. Payne. The Martha Washington is not a German ship. 

Mr. WiiTTE. Let me see if I get clearly into my head what the 
situation is. This estimated vafiie covers 29 ships and the value is 
found to be $33,860,000. You had a bid for 20 ships aggregating 
approximately $28,000,000 ? 

Mr. Payne. $28,000,000 plus. 

Mr. Edmonds. This estimated value was made when those vessels 
were absolutely in runnin'^ condition? 

Mr. Payne. No; that is the value — this was a list of values by 
Gardner and Martin. 

Mr. KiNCHELOE. Just as they are? 

Mr. Payne. Just as they are now, including the one we have 
reconditioned. 

Mr. Chindblom. At the time the Navy made its appraisal, the- 
ships had been damaged somewhat by the Germans themselves, had 
they not ? 

Mr. Payne. Yes. When the war came on in 1914, these ships 
were tied up in our harbors. They remained tied up until we entered 
the war. When it was manifest we were about to enter the war 
these ships were very badly damaged in their machinery by the 
German sailors or officers on the ships. So that at the time the 
Navy made its appraisement that was the condition. After we took 
these ships over, we expended a very considerable sum of money 
(I do not know how much) to put them into condition to be operated 
as troop ships. 

Mr. Edmonds. I think that was reported. Judge, as something 
between $12,000,000 and $20,000,000. 

Mr. Payne. I should say so — a very considerable sum. But the 
passenger feature of them was destroyed. So that now we have 
ships which average in age 16 years, are troop ships and not passenger 
ships, and they must be reconditioned. 

Mr. Chindbix>m. Cjuld you state, with any detail (not much, but 
to any extent) wiiat tnat damage was to these ships as passenger 
ships, in the convei'sion to troop ships? 

Mr. Payne. All of the rooms and plumbing, and all that sort of 
tiling was taken out. 

Mr. Chindblom. That is, all the partitions and all of that? 

Mr. Payne. Now, do not expect mo to tell you too much about 
that. 

Mr. Chindblom. Somebody else might know. 

Mr. Payne. Oh, yes. If you want to gjo into it, we can give you 
the absolute facts; but my impression is there is not very much 
there except the hull and the machinery. 

Mr. Kinciieloe. In that connection, would you consider the offset 
in price of tliese ships as they are now by reason of being troop ships, 
when they will have to be converted back to passenger ships, any- 
thing like tlie offset in the value as appraised by the Navy board by 
reason of the destruction of the machinery? 

Mr. Payne. I should say they were worth more when the Navy 
appraise*! them with the damaged machinery than they are now, in 
tlieir present condition as troop ships, as compared with what they 
have to be as passenger ships. 

Mr. Lehlbacu. Is it not a fact that the repairs cost $20,000,000, 
and the reconversion would cost $75,000,000? 

Mr. Payne. I do not have that figure. 
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Mr. Edmonds. The truth is you also have to consider that the 
price of ships, taking tonnage to-day, is higher than when the Navy 
made its appraisement. That is the first thing. In the second place, 
looking at it the other wav, these ships are five years older, and, of 
course, are not as valuable as thej^ were five years ago. The one 
depreciates the price and the other increases the price. 

Mr. Burroughs. Three years ago, you mean, instead of five. 

Mr. Payne. This was in 1917. 

Mr. Edmonds. Then they are three years older. Then the price 
compared with what it was three years ago is not higher to-day. 

Mr. Payne. As I say, this situation, gentlemen, in a word, is this: 
That Congress when it passed the act of 1916, the shipping act, fixed 
a policvi requiring that ships be not operated by the Government. I 
read from page 11, which provides for the organization of our Fleet 
Corporation: 

That no corporation in which the United States is a stockholder, formed under tho 
authority of this section, shall engage in the operation of any vessel constructed, pur- 
chased, leased, chartered, or transferred under the authority of this act unless the 
board sh&ll be unable, after a bona fide effort, to contract with any person, a citizen 
of the United States, for the purchase, lease, or charter of such vessel under such terms 
and conditions as may be prescribed by the board. 

And on the next page : 

At the expiration of five years from the conclusion of the present European war the 
operation of vessels on the part of any such corporation in which the United States is 
then a stockholder shall cease and the said corporation stand dissolved. 

We therefore come to this simple question: We have these ships; 
we confront the necessity of a very large expenditure. It is my judg- 
ment that if we go forward and make this expenditure the ships wul 
not be then worth the cost of the expenditures plus the prices at 
which we can now sell them. If, therefore, the Congress desires the 
Shipping Board at anjr time to dispose of these ships to private owner- 
shipi now is the best time we will ever have, because we will not have 
made this very large expenditure, and there is now an active demand 
for the ships. If, on the other hand, we are to retain these ships and 
expend this money for reconditioning, then, of course, we ought to 
assume that the Congress desires us to Keep the ships and permanently 
run them as a governmental agency. 

Many differences of opinion arise as to the present value of these 
ships. I do not regard that as very material. We have got to sell 
those ships to Americans, and the market is restricted to Ainericans, 
and when you have anything to sell you must sell it to the people 
who can buy it and will buv it, and if you have gotten the utmost 
price that can be obtained that is the end of the subject. 

Now, it is very interesting to note that we had in our sealed bidding 
proposals at least two bids from foreigners, from the French line, the 
Trans-Atlantique, etc. Those bids were substantially higher than 
our own people bid. I do not know why that was so; but we felt 
that, under tne policy of Congress, we could not sell these ships to a 
foreign flag, ana therefore we returned them their checks. 

Mr. White. As I understand you, you take the ground that section 
11 of the shipping act was a congressional direction to you, or to the 
Shipping Board, as to the policy to be pursued with respect to the 
disposal of ships which the Shipping Board in any way acquired and 
that, unless we affirmatively pass legislation setting out a contrary 
view, opinion or direction, you are bound to follow 9iis ? 
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Mr. Payne. Yes, that is my view. 

Mr. White. I want to ask you another question 

Mr. Payne. If you are going to leave that I might add just a word 
in reply to that question: Not only do I regard the shipping act, and 
especially the part providing for the organization of the Fleet Cor- 
poration, as a direction such as you suggest, but there is no authority 
m the shipping act; separate from the Fleet Corporation provision, 
which authorizes us to operate ships at all. 

Mr. White. I think that is true. 

Mr. Payne. And that limiting the whole program to five years, I 
think the Shipping Board has no power to operate ships beyond the 
five-year period. 

Mr. Edmonds. That is reiterated in the Greene Act, wkich has 
passed this committee and passed the House and in which it says, in 
section 7 

Mr. White. That is not a ^ aw at this time. 

Mr. Payne. I want it distinctly understood that in my opinion 
it is the law 

Mr. White. I mean the Greene Act is not a law. 

Mr. Payne (continuing). That we have no power to operate 
ships beyond the period when the Fleet Corporation must be dissolved. 

Mr. White. I think you are right as a matter of existing law. 
I want to a^k you one other question: These ships now in control 
of the Shipping Board were those transferred to the Shipping Board 
by the President under the authority of section 6 of the snipping 
act? 

Mr. Payne. No, I should say they were transferred to the Ship- 

f)ing Board by the President under the authority of the joint reso- 
ution. 
Mr. Hardy. Taking them over ? 

Mr. Payne. Taking them over; the joint resolution which I have 
in my pamphlet at page 40. And following that, in the same 
pamphlet, on the following page, there is the Executive order in 
whicn the President takes over the ships as authorized bv that joint 
resolution. That is dated June 30, 1917. On the 15th day of June, 
1917, the Congress passed the emergency shipping act (and this is 
interesting apropos of the court's decision, by the way), in which 
this language is contained: 

The President may exercise the power and authority hereby vested in him, and 
expend the money herein and hereafter appropriated through such agency or agencies 
as he shall determine from time to time: Provided^ That all money turned over to the 
United States Shipping Board Emergency Fleet Corporation may be expended as 
other moneys of said corporation are now expended. All ships constructed, piu*- 
chased, or requisitioned under authoritv herein, or heretofore or hereafter acquired 
by the United States, shall be managea, operated, and disposed of as the President 
may direct. 

Then on page 37 of this pamphlet: On July 11, 1917, the President, 
following fiiat act, issued an Executive order. I read the last 
paragraph: 

And I do further direct that the United States Shipping Board shall have and exer- 
cise all power and authority vested in me in said section of said act, in so far as appli- 
cable to and in furtherance of the taking over of title or possession — 

You notice, by the way, that that language follows exactly the 
joint resolution taking them over. 



SALE OF EX-GERMAN SHIPS. 13 

by purchase or requifiition, of constructed vessels, or parts thereof, or charters therein ; 
ana the operation, management, and disposition of such vessels, and of all other ves- 
sels heretofore or hereafter acquired by the United States. The powers herein dele- 
gated to the United States Shipping Board may, in the discretioiv of said board, be 
exercised directly bv the said board or by it through the United States Shipping 
Board Emergency Fleet Corporation, or through any other corporation organized by 
it for such purpose. 

Your emergency act provides also in terms, section 10: 

All authority granted to the President herein, or by him delegated, shall cease 
six months after a final treaty of peace is proclaimed between Uus Government and 
the German Empire, 

Mr. Bankhead. I would like to ask you one question: How many 
of the ex-German ships are now tied up and idle, because of their 
present condition ? 

Mr. Payne. Of those 30 ships, one is in service, the Mocc<isin, 
and I think it is six or eight which have not yet been delivered to 
us by the War Department. The rest are all tied up. 

Mr. Bankhead. Is the overhead for maintenance a considerable 
item? I imagine it is. 

Mr. Payne. It is costing us — the information I first had was 
$12,000 a day. It may be alittle less than that. That is, for manning 
them and paying the oerth dockage. 

Mr. Bankhead. There is one other question I would like to ask you : 
What guarantee, if any, does the Shipping Board rely upon that these 
ships, if sold under this proposed plan, at a better price than offered, 
will be operated permanently under the American flag ? 

Mr. Payne. I was asked that (question by the Commerce Committee. 
My impression is that the Shipping Act, section 9, forbids them from 
passing out from under the American flag. I have asked for an 
opinion from our Mr. Dean, and also from our admiralty counsel, 
Mr. Dutch, and he will advise this committee and the Senate com- 
mittee whether any amendment to the existing legislation is required 
to make that definite and permanent. 

Mr. Saunders. What same querry might be applied in connection 
with all the ships you have sold ? 

Mr. Payne. Precisely. 

Mr. Saunders. Does not this situation just resolve itself into this : 
There has been a great deal to say about the Government operation 
of ships and not to sell these German ships. If Congress wants the 
permanent operation of ships it has to provide the necessary legisla- 
tion therefore and, to use a homely phrase, this whole thing is just 
up to Congre^ and not up to the shipping Board ? There is no 
possibility, under the present legislation, bv which, through the 
agency provided, vour Doard can operate ships as a Government 
proposition *past five years after the proclamation of permanent 
peace ? 

Mr. Payne. That is right. 

Mr. Saunders. Another thing in that connection: Of course we all 
a^ee we want to get the very best possible price we can for these 
ships and for all the other ships the board disposes of. Would the 
Government operation of ships in any wise save their difference in 
value between their original cost price and their present market 
value? That has to be treated, whether the Government operates 
ships or the ships are sold at their present market prices, as some- 
thing definitely lost; is not that true ? 
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Mr. Payne. Yes. 

Mr. Saunders. Government operation does not save the difference 
in any wise ? 

Mr. Payne. Not at all. 

Mr. Saunders. With respect to the sale of these ships, you have 
indicated the steps you have taken. It seems to me you have done 
everything prudence suggests to get the very best possible price 
for these ships; but have any suggestions been made to the board 
by the various critics of some way oy which you can get a better price 
than the present market price for the ships than public auction or 
private sale of the ships would secure ? 

Mr. Payne. Perhaps I ought to let Commissioner Stevens give his 
view. He thinks we ought to go forward and expend this money, 
whatever the amount necessary is, atid then perhaps a different 
situation may confront us; but no one has suggested any step, which 
we have not already taken, which will lead now to better prices. 

Mr. Saunders. With respect to whether or not, if you expend 
this vast sum of money on reconditioning these ships and then at the 
expiration of the period required for putting them into shape and you 
offer them again on the market, you will get enough to justify the 
reconditioning as compared with what you will get now, that is a 
mere matter of speculation in respect to which none of these gentle- 
men can give us any definite information whatever ? 

Mr. Payne. Pure and simple. 

Mr. Rowe. I would Uke to ask one question: You said that you 
thought, if you had the market of the world in which to sell these 
ships, you might have gotten a better price for them. Is that correct ? 

Mr. Payne. That is true. 

Mr. Rowe. Do you not think, also, if you took off the restriction 
as to the routes in which these ships are to be used, that you could 
get a still better price ? 

Mr. Payne. No ; I do not think that would make much diderence, for 
the reason that we discussed that — I myself discussed it with several 
of the largest ship operators — and we said to them: ''Now, if we have 
not allocated the right ships to these routes, we will hoar you and we 
will make such changes as are necessary to put into the different 
routes the appropriate ships/' And we did make some changes to 
meet suggestions. For instance, it is necessary, if any ships are to 
be run, to have a route to Southampton. That is the onl}'^ place the 
Leviathan can go. And you have to have a complement of ships to 
make that route complete, or that line. Another necessary place is 
Hamburg; another necessary place, under our policy, is South 
America. As a matter of fact, we have two lines to South America. 
And then we have to deal with the Orient. In other words, we have 
only selected the manifest routes which the board deems it important 
now to start as soon as we can. 

Mr. CniNDBLOM. In other words, you are not experimenting with 
any new routes? 

Mr. Payne. Not at all. 

Mr. Lehlbach. I do not know whether this point has been touched 
on, because I was called out of the room once or twice. However, 
wiU there be any restrictions on the purchaser of these ships, after 
he has paid in full for them, preventing him from reseUing them to 
be sailed under a foreign flag ? 
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Mr. Payne. As I understand the law, no ship under the American 
flag can be transferred to a foreign flag without the affirmative consent 
of the Shipping Board. 

Mr. Lehlbach. Is that a war power, or is that 

Mr. Payne. No; that is in the shipping act. 

Mr. Lehlbach. That is in the shipping act of 1918 ? 

Mr. Payne. Yes. And, as I have said, on that subject, I was 
asked that question and did not want to be too sure about it, so that 
we have asked for opinions from Mr. Dean and from our admiralty 
counsel, Mr. Dutch, and if there is any question about that we are 
going to ask you to make an amendment to the Greene bill. 

Mr. Edmonds. Section 9 is very plain in the shipping act. 

Mr. Payne. I think so. 

Mr. Edmonds. I do not think there is any question about it. It 
says: 

No such vessel — 

That is, speaking of vessels that have been owned by the Shipping 
Boai'd — 

without the approval of the board shall be transferred to a foreign registry or flag, or 
sold; nor,, except under regulations prescribed by the board, be chartered or leased. 

Mr. Saunders. That is what we had in mind. 

Mr. PjDMONds. That is what we had in mind, without any question, 
that these ships purchased by the board should not be turned loose 
to bDme operator who could do as he pleased with them. The board 
was always to have its finger on them, to be used in case of a war 
emergency. 

Mr. Payne. We do not even limit it to that. Some little fis ing 
smack, or some little boat like that, applies for transfer of rejristry; 
therefore it is well understood no boat can be transferred without 
the consent of the Shipping Board. 

Mr. Edmonds. That is true during the war, but these ships you 
buy and sell aeain have an additional restriction against them, and 
it was intended in the shipping act that way. 

Mr. Burroughs. I want to ask this question: Do you think that 
it would make any difference, in the way of getting a better bid for 
these ships, if the Greene bill, we will say, were a law now, or some- 
thing like it ? I mean by that, if the declared congressional policy 
with reference to the marchant marine had already been made, so 
that the thing was definite and well understood as to just what the 
attitude of the Government was going to be. Womd that make 
any difiference with these bidders ? 

Mr. Payne. Until the action of the court yesterday, I do not think 
that anybody ever questioned the power of the Shipping Board to 
sell these ships. So that in the aosence of that opmion I would 
answer that question *^ No." If, however, we may indulge a presump- 
tion that the court is sound in its construction oi the statute, I would 
answeryour question ^^ Yes.'' 

Mr. Edmonds. The court's action only refers particularly to these 
German ships ? 

Mr. Payne. Oh, yes; that is all. 

Mr. Edmonds. It does not refer to the other ships ? 

Mr. Payne. No; but that is pretty important. 
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Mr. Burroughs. I noticed from some of the newspaper accounts 
that when the bids were submitted some of them were submitted 
upon condition; that is, conditions were attached to them, is that 
right? I mean at the so-called auction sale, as I recall it, it was 
stated the condition was made that the Oovermnent should not 
enter into competition with the ships afterwards — ^after they were 
disposed of? 

Mr. Payne. I was not present during the auction; I had to be in 
court. So that if anything of that sort was said I do not know it. 
I did not hear that. 

Mr. Stevens. I was present at the auction and I think I can clear 
that up. Several of the companies wanted that condition, but they 
were assured that no binding conditions of that kind would be given 
by the board and they made their bids without that condition. We 
did not bind our future conduct in any way as to what we would 
do with the ships that were not sold. 

Mr. Kincheloe. As you say, if the Congress should commit itself 
or the country to the proposition of Government ownership of boats, 
that you would have to initiate an organization with which to run it. 
Heretofore, how have you been operating these ships; by leasing 
them, or where did you get your crew to run them ? 

Mr. Payne. I did not say we would have to do that. I said the 
Government had no organization to do it. Even if the Government 
should enter upon a Government-ownership policv and decide to 
keep the ships, I would still sajr that they ought to be run, as we are 
now about to run them, to wit: Until now we paid a fixed fee of 
about $450 per month per ship. I am not sure of my figures, but I 
think that is correct. We pay a fixed fee. Besides that, we pay a 
commission on the gross receipts, such a commission on the bulk 
cargo, and such a commission on other cargo. Now, effective on 
the 1st of March, or as soon thereafter as it can go into effect, we 
are making a radical change. We are going to pay them $200 a 
month, which is less than their actual out-of-pocket expense, per 
ship, and then pay them a percentage on the net receipts, meantime 
making a set-up as to the value of the ships, so much to be allowed 
for repairs, so much for depreciation, so much for insurance, so that 
every ship operator is concerned absolutely in results. Our view is 
that this is the greatest constructive change that we have made in 
operation since I went with the board, and the credit is largely due 
to Commissioner Scott. But however the Government might aecide 
to operate the ships, I think this machinery would be the basis for 
operation. 

Mr. Kincheloe. Now, the ships, by reason of their being out of 
repair, as I understand, are not running, to the number you indicated 
a while ago. If they were in repair, in first-class condition now, and 
all that, could they all be run ? Is there a demand for all of them 
now, at all times ? 

Mr. Payne. I think so. Whether it would pay or not, is another 
question. 

Mr. Kincheloe. But there is the business for them ? 

Mr. Payne. There is a demand for passenger service. 

Mr. Edmonds. Would we be able to pick out one ship like the 
Leviathan and follow it all the way through ? Have you the original 
cost of the Leviathan ? 
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Mr. Payne. No, sir. We have guessed at that, of course. That 
was built in Gennany. 

Mr. Edmonds. It was thought it cost about $8,000,000, was it not ? 

Mr. Payne. I have heard it said 10. When I was testifying before 
the Senate committee the other day I gave $20,000,000 as our esti- 
mate of the cost to build that ship now, with the further statement 
such little information as we had was that it cost about $10,000,000 
to build her originally. Mr. Ferguson, whom perhaps you all know, 
as head of the Newport News Shipbuilding Corporation, was present 
and the chairman, or some one, turned to him and asked him what 
it would cost to build that ship now, and he said $25,000,000 to 
$30,000,000. That is as much as I know about it. 

Mr. Edmonds. I was informed by an Englishman in the shipping 
business that she cost a little over $8,000,000 at the time she was 
built. 

Mr. Payne. Our estimate is, it will cost $7,500,000 to recondition 
the Leviathan. 

Mr. Edmonds. When the Navy appraised her they appraised her 
at $5,000,000, as I understand it? 

Mr. Stevens. $7,020,000 was the Navy's appraisement. 

Mr. Payne. Thev appraised her at $7,000,000. 

Mr Edmonds. Tney appraised her as being worth $7,020,000 ? 

Mr Payne. Yes. 

Mr. Chindblom. That is, before she was converted into a troop 
ship? 

Mr. Payne. Yes; that is as she was at that time. 

Mr. Edmonds. You have a bid for her, after she has been converted 
into a troop ship ; what was it, $4,000,000 ? 

Mr. Payne. $4,000,000. 

Mr. Edmonds. You have a bid of $4,000,000 and it will cost 
$7,000,000 to put her. in shape? 

Mr. Payne. $7,500,000. The Gardner-Martin estimate was 
$5,125,000. 

Mr. Habdy. I would like to ask one or two questions. Is it not 
rather apparent that there is a general disposition to *^pass the buck" 
aiid nobody be responsible; and is it not a fact that tne most essen- 
tial thing is a clear-cut statement by an act of Congress of the policy 
of the Government ? 

Mr. Payne. There is not the slightest disposition on the part of the 
Shipping Board to "pass the buck." The majority of the Shipping 
Boara, and I think I might say the board as a whole, is perfectly 
willing to assimie the responsibility. We differ in our views as to 
the policy. Conunissioner Stevens is here to speak for himself. We 
are prepared to go forward and to sell these snips for the best pos- 
sible price that we can get, because we believe it is wise; we believe 
it is in the interests of the country, and we believe that in doing so 
we are carrying out the policy of the country as expressed by the 
Congress. 

}/^. Habdy. Just one more question: Is it not altogether possible, 
even sure, Ihat in limiting the market of these ships to American 
purchasers you invite combination rather than competition, and 
that if the market was open to the world you would oe absolutely 
sure to get a better price for these ships ? 

165897—20 2 
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Mr. Payne. I think there is no doubt about that. 

Mr. Hardy. Is there not another proposition, that when you tie a 
string to these ships and let it be known that the purchaser when he 
gets them has title for all purposes except one, and that is he can not 
dispose of them to the best advantage in case a foreign purchaser 
wanted to buy, and that causes him to lower his estimate of the 
value ? 

Mr. Payne. I would not say so, because I think all of our bidders 
are Americans, and I think there is a good deal of feeling on the 
part of American shipowners and operators that they will cooperate 
with the Government in establishing a merchant marine. We cer- 
tainly limit the market by excluding foreigners and we have, I think, 
a demonstration of that; but whether it is not wise to do that, I 
rather think it is. If we are going to have a merchant marine, we 
have to sell ships to Americans and we have to limit their use to the 
American flag. And since we have the ships, I think it is a wise 
policy to limit their use to the American flag. 

Mr. Hardy. Do you think that within the five years' time the 
entire tonnage now owned hj the Shipping Board and the Govern- 
ment can be disposed of to private interests for private operation ? 

Mr. Payne. You are talking about our entire fleet ? 

Mr. Hardy. Yes. 

Mr. Payne. No. 

Mr. Hardy. So as to get us out of the business ? 

Mr. Payne. No. 

Mr. Hardy. And until we do that, we have to stay in the business 
as a Government-ownership proposition ? 

Mr. Payne. Yes; to some extent. 

Mr. Hardy. I would just like to know what you think would be 
the reasonable probable expectancy as to the tonnage that can be 
sold at fair prices witlun the next 12 months or 2 years ? 

Mr. Payne. No human being is wise enough to answer that ques- 
tion. As long as this subject is before the Congress and the policy 
of the Congress is unsettled (and it must remain unsettled until the 
Greene bill or some other like bill is passed) we will not make much 
progress in building ships. I mean caigo ships. 

Mr. Hardy. That is the point I had in view when I asked you 
about this tendency to ''pass the buck.'' We have passed a biu in 
the House, but the Senate seems to have done nothing, and it looks 
like the poUcy of the Government is vague. 

Mr. WuriE. With respect to the Greene bill, so far as it declares 
the purpose of Congress to sell the ships, I believed at the time wo 
had it up and I believe now that it is no stronger an expression of 
judgment by Congress as to what should be done than is found in 
the shipping act itself. It does not add a word to the shipping act 
and, in my judgment, it does not go so far as the shipping act does 
in section 11. 

Mr. Payne. I entirely agree with that; but every time there is a 
hearing before one of the Houses the shipping interests of the countrv 
come forward and urge the Shipping Board shall be required to sell 
the ships within a fixed time and that the Congress should reduce the 
price to $100 or $125 a dead-weight ton. As long, therefore, as that 
question is a question for discussion these shipping interests will not 
buy many ships. They will buy only the ships they feel they have 
got to have. Of course, we are selling some ships. 
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Mr. Burroughs. How far is that consideration of weight t What 
weight does it have in reference to this present sale ? 

Mr, Payne. I do not think it has any weight, because this passenger 
subject is a thii^ apart. 

Mr. Hardy. But if there was a clear-cut statement in legislation 
that if the ships could not be sold for a fair value, the Government 
would operate them, it would have a good strong tendency ? 

Mr. White. That would be a modification of the existing law. 

Mr. Hardy. That is inferentially in the existing law ? 

Mr. White. But it would be a modification lookmg toward Govern- 
ment operation rather than toward divesting the Government of the 
operation of ships. 

Mr. Hardy, it would simply be a statement of the fact we did 
admit the Government must operate until they could sell, and if we 
made a plain statement that tne Government, while desiring to sell, 
was not intending or going to sell them at less than the value of the 
ships and, until sold, the Government should operate them, it would 
have an effect on their sale ? 

Mr. Chindblom. That is in the Greene bill. 

Mr. Saunders. What do you mean by fair value of the ship 1 Do 
you mean the original cost of the ships or the present market value 
of the ships ? 

Mr. Hardy. We might discuss that for two or three hours. We 
have it in the Greene bill now. 

Mr. Ejncheloe. Let me ask you one more question before you go: 
How many ships have you sold and how many have you now that 
are completed and under your jurisdiction that have not been sold ? 

Mr. Payne. Of all sorts ? 

Mr. Kincheloe. Yes, indiscriminate. 

Mr. Payne. I can not give you the round numbers, but I should 
say somewhere between 1,350 and 1,500 ships. 

Mr. Kincheloe. Now? 

Mr. Payne. Yes. 

Mr. Burroughs. Does that include the wooden ships? 

Mr. Payne. Oh, yes. 

Mr. Burroughs. Everything? 

Mr. Payne. Every ship afloat. 

Mr. Kincheloe. How manv have you sold ? 

Mr. Payne. We have sold about 188, 1 think. I think that b about 
right. I do not know whether you want to know anything about 
that or not, but we have a very serious situation now about selling 
the ships we wanted to sell abroad. We are getting some offers, but 
how on earth we are going to arrange about paying any money. I 
do not know what we are going to do. 

Mr. Chindblom. That is the same question which arises with 
reference to foreign commerce — the question of exchange. 

Mr. Burroughs. Just one question occurs to me: As you were 
talking, I gathered from what you said you had the idea pretty 
strdn^v in your mind that we probably would not see a time, after 
this, when we would be so likely to get a fair price for these ships as 
now? 

Mr. Payne. I feel that so strongly that I regard all this discussion, 
criticism, and attack as likely to cost the Government a good deal of 
money. 
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Mr. Burroughs. I did not know but that you had some special 
facts in your mind as a basis for that and, if so, I thought I would like 
to know what they were. 

Mr. Payne. We have come right up to the crossroads. We have 
gone ahead as fast as we reasonably could getting facts and figures, 
preparing to let contracts and have let some contracts to recondition 
these ships; and we see before us the expenditure of $76,000,000 or 
more, on the one hand, with the conviction on mj part — and I have 
no more right to have an opinion on that proposition than the rest 
of you — that we can not operate those passenger ships without loss 
and probably very serious loss ; and we have to go forward and expend 
that money unless we sell the ships. 

Mr. WnrrE. Have you $75,000,000 available for this purpose ? 

Mr. Payne. I would not say yes to that, but I have got to make a 
statement to the Appropriations Committee next week and I will 
work that out. 

Mr. Burroughs. Is the demand for ships, in your judgment, going 
to be as great in America, among American purchasers, in a year, 
two years or three years from now, as it apparently is now ? 

Mr. Payne. No, for this reason: Our American shipping people 
are anxious to establish their routes before these other countries get 
their routes established. England, of course, is operating her ships 
now but less in number than she will later. Germany has no ships 
going; Holland has some. Our people are very anxious to get 

Sassenger lines established before the other Imes are established • 
o that unless we sell now — by '*now,*' I mean after we hav-e ex- 
hausted every effort that we can make — I say 

Mr. Burroughs. That is, a good many of these lines are now 
in a state of flux 1 

Mr. Payne. Yes. 

Mr. Burroughs. And later on they may not be; and while they 
are in that condition, the demand naturally will be greater than 
after they become fixed ? 

Mr. Payne. That is my conviction. 

Mr. Kincheloe. Is it the policy of your board to appeal from that 
decision of the court ? 

Mr. Payne. Oh, yes. 

Mr. Hardy. Are those ships likely to continue to depreciate 
unless you go to work repairing and reconditioning them now ? 

Mr. Payne. Just as much as if they were in use. Any ship lying 
in a dock depreciates rapidly. 

Mr. Hardy. So that something should be done as soon as possible ? 

Mr. Payne. Instantly. 

The Chairman. It costs money to keep these vessels with crews 
on them and they can be taken care of at a great deal less cost, 
according to the letter you sent to me in that regard ? 

Mr. Payne. Yes. 

Mr. Crowther. How many new ships are to be finished, large 
cargo ships, in the next year or two, or when the* contract period 
enos'il 

Mr. Payne. Four hundred and fifty to five hundred in round 
numbers. 

Mr. Crowther. That also adds to the problem, does it not ? 

Mr. Payne. Some would rather wait tor those than to buy these 
old boats, but they are not passenger ships. 
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Mr. Crowtheb. Cargo ships I am speaking about, regarding the 
merchant marine. 

Mr. Payne. No; I do not think so. We have new ships coming 
out, you know, almost every week. 

Mr. Saunders. As I understand you, so far as carrying out the 
policy that the board has in mind at present, you do not need any 
additional legislation? 

Mr. Payne. No. 

Mr. Saunders. You have given your judgment of the present 
conditions, and, so far as I can read the future, I agree with that 
judgment. If Congress thinks otherwise, what Congress ought to do 
IS to^o ahead and provide you shall repair the ships and run them 
as a Government proposition ? 

Mr. Payne. Yes, sir. 

A£r. Saunders. There is the issue now, and just let Congress, 
if it wants to take that step, go ahead and direct you to do it. 

Mr. Payne. And appropriate the money for that puipose, unless 
they can show we are aole to raise the money some other way. 

Mr. White. I think you are abk)luetly right in that proposition. 

STATEMEHT OF HOH. BATMOVD B. STEVEHS, COMMISSIOITEB, 

tririTE]} STATES SHIPPING BOABD. 

Mr. Stevens. Mr. Chairman, I do not differ with the policy of the 
board that the American merchant marine ought to be privately 
owned and privatelv operated. I do differ very emphatically on 
what is the proper tiling to do at the moment with these particular 
passenger ships. I offered a resolution before the board that in sub- 
mitting these bids in this matter to this committee of the House and 
Senate the board proposed to take this action, namely, to reject all 
bids on the ground that they are entirely inadequate; that no efforts 
be made to sell the boats now and that we put them in condition for 
use and make plans for their operation for Government account. 
That is not, in my view, any change in the policy of the Shipping 
Board which it has so far followed in regard to the sales of ships 
We have sold cargo ships because we have secured, we thought, the 
fair value of those ships. With the exception of old ships and unde- 
sirable ships, we have maintained a uniform price for our^ood, valu- 
able cargo ships ranging from $200 to S225 per ton, and the shipping 
world know that if they want any of those ships they can come in 
at any time and buy them. And we have kept the price there, and 
we have not sold many new ships. Most of the ships sold have been 
old ships. We have not proposed to put the pric.e down, as the 
shipping men want, to $100 a ton, whicn they say is all these boats 
are worth in competition with the world, and I propose we shall 
follow exactly the same policy in regard to these valuable passenger 
ships that we have for cai^o ships. If we can get a fair price, for 
the Government to sell; otnerwise, no — ^hold them and have them 
operated for the Government. 

The sale of anv tonnage, the sale of all these passenger ships or 
all these cargo snips, to American shipping interests at prices far 
below the cost of reproduction of those ships is to give an enormous 
subsidy to the shipping interests. It would amount in the cargo 
ships to probably over $1,000,000,000. I have assumed that that was 
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a matter of final policy for Congress to decide; whether in the disposi- 
tion of this fleet we would sell them to include a subsidy; but so far 
the board has maintained a high price on cargo ships, and now the 
whole question really at issue is, What is the fair value of these 
passenger ships ? 

The other members of the board feel that the bids which have been 
offered, of some $28,000,000 for 20 of these shins, approximate their 
fair value, and therefore we should proceed with the sale, which is 
in accordance with the policy of the board in handling cargo ships. 

Mr. Chindblom. I do not quite so understand it. 

Mr. Payne. No. 

Mr. Stevens. In what regard is that a mistake ? 

Mr. Payne. We have felt that these bids ought to be rejected and 
we ought to get larger prices, 

Mr. Stevens. Yes; but it has been stated that they approximated 
a value sufficient to justify us in proceeding with the negotiations. 
I do not think it approximates their value. I think there is no possi- 
bUity, judging by the bids now in, that we will procure their value. 
Therefore I see no reason to continue these negotiations and waste 
money on the ships by having them tied up. I think we ought to 
proceed at once to lay out the necessary money on them. 

The judgment of tlfie board that the bids offered approximate the 
value is based unon three estimates of the value, which are submitted 
in this sheet. I want to discuss those three. First, there is the 
Navy estimate of value, which was $20,188,000. 

Mr. RowE. For how many ? 

Mr. Stevens. For 17 ships. 

The Chairman. When ? 

Mr. Stevens. That estimate was made nearly three years ago, put 
on these ships in their damaged condition, although in their damaged 
condition they were probably worth considerably more than they 
are now, because it will take vastly more money to put them into 
shape as passenger ships than it took to put them into use after they 
had been damaged. That Navy estimate indicates that our bids 
are fair. In fact, our bids are substantially above the Navy estimate, 
not only in the aggregate but in the detail. If you will examine the 
Navy estimate and the bids offered, you will see the bids are greatly 
in excess of the Navy estimate, running on some ships to three 
times the Navy estimate. 

Mr. Bankhead. Was that Navy estimate based on their present 
condition ? 

Mr. Stevens. No; the Navy estimate was not based on their 
present condition, but on the basis of the condition at the time they 
were taken over by the United States Government. And there is 
no evidence before the board or anybody what basis, what theory, 
was used in arriving at those values. It does appear that the pur- 
pose of that estimate was to lay a basis for consideration in the nnal 
settlement for paymg for the ships. 

Mr. Chindblom. That is to say, it is made for the purpose of set- 
tUng any claims against the Government for the value of those ships ? 

Mr. Stevens. It was. It states in the resolution it should be 
considered as evidence in the settlement of any claims. I think 
most of you men here are lawyers and 1 do not need to state that the 
puspose for which an estimate is made (an estimate of vague and 
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varying factors upon which there is an opportunity for wide dif- 
ference of opinion) has quite a remarkable effect on the final figures. 
I do not think the Navy estimate throws any light really upon the 
value of these ships to-day. 

Mr. Hardy. That is especially true when the estimate is made hy 
the party whose interest is to be affected by it ? 

Mr. Stevens. Yes. 

Mr. KiNCHELOE. Was that estimate made, in your judgment, 
upon the actual value of the ships as thev were then, or was their 
iaea of the value they placed on it the value when it would be con- 
verted into an Army transport ? 

Mr. Stevens. No ; they took the ships and estimated the value as 
of the day the United States took them over, namely, in their dam- 
aged condition just as they lay in the docks. 

Mr. Edmonds. You do not mean to say there was collusion be- 
tween the United States to reduce the price of those ships so that in 
case it had to settle with Germany at a later date their settlement 
would be at a very low estimate ? 

Mr. Stevens. I do not say there was collusion at all. 

Mr. Edmonds. That would be the inference ? 

Mr. Stevens. No; that would not be the inference; I am simply 
stating a well-known fact than when experts, estimating a very 
guesswork proposition anyway and making that a basis of 

Mr. Edmonds. In other words, they were making it low for the 
purpose of arbitration ? 

Mr. Saunders. Would not those experts doing that guesswork be 
likely to guess as well as a second lot of experts you would bring in 
now? 

Mr. Stevens. I do not know. I would not like to sell any prop- 
erty — if those ships were my own property 1 would not sell any of 
those ships on that, and neither would you. 

Mr. Saunders. I have not come to that; I am asking you would 
not those experts doing that guesswork belikely to guess as well as & 
second lot of experts you would bring in now ? 

Mr. Stevens. I do not know. I do not know the men who made 
it and there is nothing in the estimate to indicate what system they 
took. You must have some system to arrive at values. 

Mr. Saunders. We did not prescribe tiieir system. 

Mr. Stevens. I know. 

Mr. Saunders. I want to ask, in this connection, before you 
leave it: You speak of these estimates as being factors in deter- 
mining the values of these ships. Have we not now another factor 
in arriving at or determining what is a fair value for the ships, and 
that is these bids you have been receiving? 

Mr. Stevens. That is evidence of what these American shipping 
people are willing to pay. 

Mr. Saunders. We propose to sell to American shipping people; 
there is no suggestion we should open this thing up and sell to for- 
eigners. We have limited our market by our own distinctive 
attitude. 

Mr. Stevens. That is true. They also state if we will put our 
cargo boats down to $100 a ton they will come in and buy them^ 
and they will not unless we do. 

Mr. Saunders. That is irrelevant; that does not touch the present 
situation. Is not value necessarily largely dependent upon market 
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conditions, in respect to what a thins: originally cost and the market 
conditions under which it is oflFered for sale? Can you get away 
from that? 

Mr. SrEVENs. Of course, that is some evidence as to value, hut 
you can not get away from this, Mr. Congressman, that if you want 
a permanent American merchant marine it has got to be run on the 
basis of present or production costs. It will be a dying industry 
if it is not. They must get out of the industry enoug:h to pay a 

Srofit and to replace the equipment if it wears out. If it can not 
o that, it is a dead industry. So that the main factor in deter- 
mining values to-day on any ship property is what will it cost to 
build it, not what it cost I'O years ago. 

Mr. Saunders. That enters into the question of policy, it seems 
to me, hut not of fact 1 

Mr, Stevens. I think it is a matter of economic fact which com- 
pletely controls the situation. 

Mr. Edmonds. You mean the ages of the ships would not enter 
into it at all 1 

Mr. Stevens. Oh, ves; but I mean taking the ship values as a 
rule, the shipping industry must pay what is the present basis of 
cost to reproduce. 

Mr. Saunders. Suppose they will not. Are we to hold these 
ships and to run tnem on Government account? That is the 
alternative. 

Mr. Stevens. I am going to come to the alternative. I would 
prefer to discuss that when I get through discussing this phase, 
if I may. 

Mr. KiNCHELOE. Let me ask you, right there: I believe those two 
experts valued those 17 ships at $28,000,000; is that right? 

Mr. Stevens. The Navy 

Mr. KiNCHELOE. I am talking about your last appraisal? 

Mr. Stevens. The appraisal made by Martin and Gardner was 
made on 29 ships. Deducting the ships which were not covered by 
bids and restricting our discussion to the 20 ships for which bids 
have been offered, their estimate was $27,585,000. 

Mr. KiNCHELOE. The point I am getting at is this: Evidently 
they have done so directly and you said, inferentially, that in your 
judgment that is not enough for them. Now, then, what do you 
Dase your judgment on ? 

Mr. Stevens. I will proceed, if you will allow me. 

Mr. Chindblom. Before you leave the Navy's estimate, was that 
estimate made by naval officers ? 

Mr. Stevens. I suppose it was, but I have no information. 

Mr. Burroughs. Have you a comparison there of the estimates 
made by the Gardner-Martin Commission with the estimate for the 
identical 17 ships made by the Navy? 

Mr. Stevens. Yes- if you can pick them out. 

Mr. Burroughs. How do they compare ? 

Mr. Stevens. I have never compared them ship for ship; I have 
been dealing here only with the totals. 

Mr. Burroughs. Do you have the total of those 17? 

Mr. Stevens. Yes. The total of the Navy is $20,188,000. 

Mr. Burroughs. On those same identical ships what is the Gard- 
ner-Martin estimate ? 
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Mr. Stbtkns. I have not got that. The Gardner-Martin estimate 
is 427,585,000 for the 20 ships for which we received bids and which 
are under discussion, minus 2 ships. There were two of those 20 
they did not put any estimate on. They must have estimated in this 
list on some 1 1 boats which are not in this discussion of values at alL 

The next estimate of value was the one that was made by the Ship- 
ping Board experts themselves and was the only estimate of value 
that was before the Board when it voted to put these boats up at 
iiuction sale. That estimate was based upon tne cost of reproducing 
the boats to-day, minus depreciation for age. The estimated cost 
of reproducing the boats was, if I remember, $106,000,000. Those 
boats were depreciated, to arrive at their present value, at the rate 
of 5 per cent nat. I mean by that if a boat is worth $2,000,000 the 
first year you take off $100,000, the next year $100,000, the next 
year $100,000, and so on. 

Mr. Edmonds. No; that 5 per cent would not be taken off of the 
$2,000,000 after the first year, but would be based on the depreciated 
value. 

Mr. Stevens. I am talking of the estimate which the board made 
and on which it acted. 

Mr. Edmonds. You say if a boat is worth $2,000,000 you take off 
$200,000 

Mr. Stevens. We take off $100,000. I mean we depreciate the 
boat at 5 per cent flat. 

Mr. Edmonds. The first year you take off $100,000, but then the 
second 5 per cent does not come off of the $2,000,000 ? 

Mr. Stevens. No; it comes off of the depreciated value. 

Mr. Edmonds. Which is only $1,900,000^ 

Mr. Stevens. Yes. By that method the boat is depreciated every 
year until you get to 20 years, when you will get notnin^. 

Mr. Edmonds. No; it will run more than 20 years; it will run about 
30 years; because, certainly, when you get the value of the boat down 
to $10,000, you will only depreciate it $500 a year. 

Mr. Stevens. Five per cent of the estimated cost of replacement 
is deducted each year so that the boat is worth nothing in 20 years* 

Mr. Edmonds. Oh, if you do that, it is worth nothing in 20 years. 

Mr. Stevens. That is what the board did. 

Mr. Edmonds. The English take off 7 per cent 

Mr. Stevens. That is exactly what was done. Here is the final 
sheet that we had before us, in which the total value of these boats on 
that basis of estimation was $31,000,000 and some hundred thousand. 

Mr. Edmonds. And you wipe it out in 20 years ) 

Mr. Stevens. No, the 5 per cent flat reduced the value 6f this 
fleet to $31,400,000. 

Mr. Chindblom. That fleet was worth $106,000,000 you say, origi- 
nallv? 

Mr. Stevens. Yes. 

Mr. Chindblom. That is, the cost of reproduction will be 
$106,000,000 ? 

Mr'. SravENs. Yes. 

Mr. Chindblom. The average age is 16 years ? 

Mr. Stevens. I do not thmk you can figure that way because 
while the average age is 16 years the values of the boats vary greatly. 
For instance, the LeviaOian costs $20,000,000 to replace. You have 
to take each individual boat. 
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Mr. KiNCHBLOE. Would you not have the same conclusion if you 
took the aggregate and took them singly? What difference would 
it make ? 

Mr. Lehlbach. You certainly would have a difference if the 
Leviathan were only five or six years old ? 

Mr. Stevens. You can not take it that way. 

Mr. Chindblom. In the case of the Leviaihanf for instance, which 
was valued at $20,000,000 as the reproduction cost, the Leviathan 
being six years old, you took off a depreciation of 5 per cent on the 
$20,000,000 ? 

Mr. Stevens. Yes, sir. 

Mr. Chindblom. And that left your present valuation of 
$14,000,000 ? 

Mr. Stevens. Yes, and that was done with every boat risht 
through. Now, I do not claim to be an expert in ship values, but 
that basis of depreciation reduced seven of those boats to nothing, 
and on the board's estimate, which it had before them, those seven 
boats appeared as nothing and did not affect that total of $31,000,000. 
And yet, on those seven boats, we received the following bids — 
those boats were the Amphianj Susquehanna, Nanaemond, Aeolus^ 
Princess Mataika, Antigone, and Pocahontas. We received on the 
Amvhion, $512,450; Susquehanna, $600,000; Nansemond, $900,000; 
Aeolus, $1,048,160; Princess MatoiJca, $1,125,000; Antigone, $1,- 
200,000, and Pocahontas, $1,425,000— or a total of $6,810,610, all on 
boats which, by our own estimated values, appeared as of no value. 
I do not know anything about ship values, but I do know that that 
proves that our estimate of values was not sound; that the boats 
are worth more than we estimated. And if that is true, Mr. Con- 
gressman, of the seven, it is just as true of the boats of 18, 19, 16, 
and 15 years of a^e. So that the whole estimate of values ought 
to be revised and a different method of depreciation taken. 

One thing more : We have had some experience with this deprecia- 
tion on ships. We have paid for ships during the war; we have had 
to pay for every American ship which was sunk while under requisi- 
tion. And we appointed a board in New York to advise us as to the 
amounts we should award, and on that board sat Mr. Martin, the 
man who took part in this other valuation. When the Government 
paid for ships, do you think the depreciation was figured at 5 per 
cent flat? No. Five per cent on the depreciated amount? No. 
Two and a half per cent flat ? No. Two and a half per cent on the 
depreciated value is what the Grovernment paid for ships. 

Now, when we are asked to sell ships, we figm'e 5 per cent flat, 
and nobody has yet shown me why, when we seU ships, we are going 
to depreciate them down to nothing; and yet, when we pay for ships 
and Duy ships from shipping companies we are going to allow them 
much less depreciation It makes an enormous difference in the val- 
ues, the per cent of depreciation you put on, especially on a ship 16 
years of aee. How wide a difference it makes, let me give you some 
ngm-es. At 5 per cent flat, this fleet is worth $31,000,000; at 2 J per 
cent flat, $68,000,000; at one-half of 5 per cent, it is worth — that 
one-half of 5 per cent is the figure used by our own advisory board 
in most of the cases we are settling for ships 

Mr. Chindblom. Is that on the aepreciated value ? 
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Mr. Stevens. Each year; yes, sir. At one-half of 5 per cent it 
makes the ships worth $79,000,000. And figuring at 5 p^ cent, o& 
depreciated value, it brings the sum to $53^^)0,000. 

Mr. Chindblok. Now, then, this $79,000,000 w;ould be the value 
of the ships in a condition appropriate for the carriage of passengers, 
would it not ? 

Mr. Stevens. Yes. 

Mr. Chindblom. That is not the present condition ? 

Mr. Stevens. That does not take into consideration at all the 
money necessary to put them into shape for passenger service. 

Mr.*^ RowE. It takes them as they are ? 

Mr. Stevens. Yes. 

Mr. Chindblom. Now, as I understand it, you said it would take 
$106,000,000 to reproduce that fleet. Starting with that figure, with 
the $106,000,000, and depreciating it at the rate of 2i per cent of the 
depreciated value annually, that fleet wotdd now be worth 
$79,000,000 ? 

Mr. Stevens. Yes. 

Mr. Chindbix)M. Then it would be worth $79,000,000 in a work- 
able efficient condition, would it not? 

Mr. Stevens. Yes. 

Mr. Chindblom. Without any regard to the destruction and the 
loss of value by reason of having been operated as troop ships ? 

Mr. Stevens. That is true. 

Mr. Chindblom. Or by reason of such depreciation as may have 
occurred and the amount of damage to machinery and other parts 
by the Germans, which was of coimse repaired but still may not nave 
been put back in its real original condition ? 

Mr. Stevens. That was put back, I understand, in good condition ? 

Mr. Chindblom. A repaired ship is not necessarily as good after 
repaired as it would have been if it had not been destroyed or injured 
and not repaired at all ? 

Mr. Stevens. I do not know; it depends on how you do the repairs. 
We got more speed out of the Leviatnan than the Germans ever did. 

Mr. Edmonds. And still they would be second-hand ships ? 

Mr. Stevens. That is true. 

Mr. Lehlbaoh. The $106,000,000 reproduction value, is that to 
reproduce the ships as troop ships or to reproduce them as passenger* 
carrying ships 1 

Mr. Stevens. As passenger-carrying ships. 

Mr. Davis. Deducting the 2\ per cent depreciation, that you 
insist is proper, you say the value of those ships, in good condition^ 
as passenger ships, in your opinion, is $79,000,000 ? I beheve that 
is true ? 

Mr. Stevens. Yes. 

Mr. Davis. And the estimates show it would take $75,000,000 to 
convert them from their present condition into passenger ships. 
Consequentlv, if the Government goes ahead and expends ^5.000,000 
and then sens them at what you say is their actual value, the Gov> 
ernment would get $4,000,000 more for them than what they are 
now bid for them; is that correct? 

Mr. Stevens. No, sir; that is not correct. 

Mr. Chindblom. This $106,000,000 only covers 20 shipjs ? 

Mr. Stevens. Yes; the $106,000,000 only covers 20 ships. 
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Mr. Chindblom. For which the estimated coat of reproduction is 
«106,000,000, I believe? 

Mr. Stevens. Yes. 

Mr. Davis. The relative cost of the others would be about the same, 
would it not ? 

Mr. Stevens. I think you would get largely that amount of money 
back; that is, largely the value put on those boats. That includes 
making over the internal fittings of those boats, brand-new, and 
includes turning some of them into oil burners. 

Mr. Saunders. Of course, I imamie nobody takes those deprecia- 
tion firares as being absolutely mauiematically correct, but it is just 
A working scheme. And you proceeded there to show that after 
ascertaining the values by that scheme or method the appraisal was 
not true by saying the actual bids you got on the ships were in excess 
of that appraisal. In other words, you correct by tne actual market 
price these scale figures. Now, why can you not take the actual 
market prices with respect to those other ships and thereby ascertain 
what these ships are really worth under the conditions imder which 
they can be sold ? What better test can you get of their values than 
that? 

Mr. Stevens. Than the amount bid ? 

Mr. Saunders. Yes; the price a thing will brin^ under the condi- 
tions under which it is offered on the general marxet. Is there any 
better test of value than you get through that ? 

Mr. Stevens. There is not a normal market. 

Mr. Edmonds. Virtually, your bid on these 20 ships included the 
cost of reconditioning. I^ they are going to give you $28,000,000 and 
pay for the cost of reconditioning, they are going to give you just as 
much as if you reconditioned them and they gave you $75,000,000 ? 

Mr. Stevens. All right; then you have to add that amount to 
this estimate. You can not get away from that. 

Mr. Lehlbach. No; $75,000,000 is the estimate if they were in a 
passenger-carrying condition. That is what you said a few moments 
ago? 

Mr. Hardy. As I understand, your statement is these 20 ships 
could be reconditioned and put in good passenger condition for 
$57,000,000, as the estimate. That would make them cost the Gov- 
ernment $57,000,000; while if vou built them new, that would be 
$106,000,000, and there would be a difference of $49,000,000 there. 

Mr. Edmonds. But depreciating them 2^ per cent, which Mr. 
Stevens acknowledges is probably a fair estimate, they would be 
worth only $75,000,000. Therefore, you are virtually getting the 
full value of those ships when vou get $28,000,000 ? 

Mr. Stevens. I do not see that at all. 

Mr. Edmonds. It is very evident on the face of it. You can not 
go back on the figures. If it will cost $50,000,000 to recondition 
those ships and you get a bid of $28,000,000 for them not repaired^ 
that is $78,000,000. The $106,000,000 is the cost to replace them, 
which, less the 2h per cent, makes $79,000,000, and that makes only 
$1,000,000 difference? 

Mr. Stevens. But the private party who buys these -ships has to 
spend this $57,000,000. 

Mr. Edmonds. That is what I say; when he bids $28,000,000 he is 
really bidding $78,000,000, virtually, when you take the cost of 
reconditioning into account. 
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Mr. KiNCHELOE. So, according to your oVn calculations there, the 
inevitable conclusion of your own figures is there would only be 
$1,000,000 difference? 

Mr. Stevens. No, sir. 

Mr. Hardy. Do you think it was fair to estimate a ship three- 
fourths of it new and to subject it to depreciation for 15 years? 

Mr. Edmonds. Two and one-half per cent Mr. Stevens says is a 
fair figure for depreciation ? 

Mr. Stevens, it is the figure we have paid; that is all. 

Mr. Hardy. He says if they were built now they would cost 
$106,000,000 and the average age of those ships runs up to over 20 
years? 

Mr. Stevens. Sixteen years. 

Mr. Edmonds. The average age is 16 years and some of them will 
run over 20 years old. Depreciating those at 2^ per cent, it makes 
them $79,000,000. I think those are your figures ? 

Mr. Stevens. You have an entirely different boat. Take the 
Leviathan and spend $7,500,000 on her, you have an entirely different 
boat. These boats, if you spend $50,000,000 on them to-day, and 
put them in a brand new condition throughout, are worth more than if 
they had been depreciated for their average age without those im- 
{X'ovements. 

Mr. Edmonds. But you have been in the boating business long 
enough to know these ships will still be secondhand when you do 
that and pay the expense of that. It is like putting a gold set of 
furniture m a hut with a leaky roof. That is exactly what you are 
doing with these ships, the older ships. I do not know about the 
newer ones. 

Mr. ELardy. That is true if you have to go on a forced market and 
sell secondhand property; but if you have a machine just repaired 
and made as good as new and you are going to have any use for it,. 
you are not going to sell it as a 16-year-old depreciated ship. 

Mr. Edmonds. You know, just as weU as I do, in the testimony we 
took on the shipping act, Mr. Baker and all the expert shipping men 
testified that these snips do actually wear out. And it is the outside 
that wears out and not the inside. It is easy enough to renew the 
inside, but that is not true of the outside, and there is a time comes, 
as Mr. Baker testified, when it wall cost more to repair the ship than 
it is worth for operating, so that they get rid of them; The English 
have been selling to the Norwegians and the Swedes their second- 
hand ships and when a ship gets 20 years old they get rid of her. 

Mr. White. You say the reproduction cost of these ships will be 
approximately $106,000,000. Taking these 20 ships, about which 
we are talking and reconditioning them, it would cost approximately 
$57,000,000. What is your ju(§ment as to the value of those 20 
ships after we, as the Government, spend $57,000,000 to recondition 
them ? What would be your judgment as to the value of those ships ? 
It certainly would not be, would it, the reproduction cost of the ships ; 
that is, $106,000,000? 

Mr. Stevens. No. 

Mr. White. Because they are still old ships, many of them averag- 
ing 16 years of age? 

Mr. Stevens. That is true. 
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Mr. White. What, in y6ur judgment, would be the value of those 
ships after we have spent $57,000,000 to recondition them — these 20 
ships? 

Mr. Stevens. It is pretty difficult to say how much of that money 
represents betterments. 

Mr. White. That applies to the fellow who buys privately just as 
well as the Government? 

Mr. Stevens. That is true. 

Mr. White. The elements are precisely the same. 

Mr. Chindblom. Some replacements would not add substantially 
to the value at all, would they? 

Mr. Stevens. Replacements of things that are now very much 
worn out does. These boats would be practically new boats inside, 
tlu^ughout, and very much better power plants than they had before, 
which would add a considerable amount to the value of the boats. 

Mr. White. I would like to get an answer to my question, if I can. 
If you care to answer it, I would Uke to have your opinion as to what 
the value of these sbifB would be if we spent, as a Government, 
$57,000,000 in reconditioning them? I assume you would not say 
they would be of the value of their reproduction cost ? 

Mr. Stevens. No. 

Mr. Hardy. What would be their value in comparison with new 
ships of the same kind ? 

Mr. White. No ; real value I 

Mr. Stevens. I could not tell you; I do not know. 

Mr. Edmonds. Since Mr. Stevens has given us 2) per cent depre- 
ciation for these — and I agree with Mr. Stevens that a flat deprecia* 
tion is not a fair proposition — if you are going to take a flat deprecia- 
tion, you should take it off every year on the depreciated value with- 
out any question. I think your question is right there as to whether 
5 or 2i iper cent is right. I would not say. I know the English 
chaise off 7. I think, Mr. Stevens, IJoyds figure on 7 now all the time, 
do they not ? 

Mr. Stevens. I never knew anybody to figure over 5. Most of 
the shipping companies figure 5 per cent depreciation a vear in their 
operating accounts. That is a margin of safety. I do not think 
the shipping companies figure 5 per cent depreciation a year when 
they want to sell their ships. 

Mr. Edmonds. I saw in an English paper a short time ago where 
their depreciation was generally ngured at 7 per cent ? 

Mr. Stevens. That may be true, but I know of no American com- 
panies that figure over 5. 

Mr. Edmonds. American companies, I think, differ from the 
EngUsh companies in that respect. 

Mr. Lehlbach. That is 7 per cent depreciation on the annual, is 
it not? 

Mr. Edmonds. Yes. I do not think it is good business to take 
7 per cent. Certainly, at the end of the 20 years, if the ship is run- 
ning, it is worth something; therefore, 5 per cent on the depreciated 
cost would be the right way to figure. 

Mr. White. What do you say the reproduction cost of the Levia- 
than is ? 

Mr. Stevens. It appeal's in the estimate of the board here< as 
$20,000,000. And I may say, in connection with that estimate, that 
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none of the figures of cost of reproducing these ships are the actual 
estimates or statements of any shipbuilder. They never have been 
submitted to any shipbuilder for estimate. I asked Mr. Homer 
Ferguson^ and he said the cost of the Leviathan now would be 
$25,000,000 to $30,000,000. 

Mr. White. Then the statement as to the reproduction cost of 
$106,000,000 is not anything we can rely on ? 

Mr. Stetbns. I think our own estimate of what it would cost to 
reproduce these ships is low. The only shipbuilder I have talked 
withy and as far as I know the only shipbuilder who has been con- 
sulted, is Mr. Homer Ferguson, and he said they would cost from 
$450 to $500 a ton, right through, which would lift your estimated 
cost of reproduction. 

Mr. White. The only thing is the estimate is about the same as 
the bids received ? 

Mr. Stevens. That is true. 

Mr. Bankhead. You are protesting now against the sale of these 
ships at the prices bid at auction, because, in your judgment, they 
are not the proper prices ? 

Mr. Stevens. Yes, sir. 

Mr. Bankheab. What, in your judgment, would be the fair approxi- 
mate price for these 20 ships at which the Gt)vemment could afford 
to sed) them ? 

Mr. Stevens. Ithinktheyoughttogetatleastdouble,andIbasethat 
^n what infonnation we have as to world prices. Tliere were four 
f orei^ bids on those ships and three of them were more than double 
the fighest American bid. The other was $500,000 higher than the 
highest American bid. I think these ships are worth, on the world's 
market, about double what we were bid lor them. 

Mr. RowE. Was their offer to pay in American dollars or in French 
money ? 

Mr, Stevens. I do not know the conditions. 

Mr. RowE. It would make a vast difference. 

Mr. Stevens. It was American dollars; I have no doubt of that; 
but whether they wanted to pay with credit or cash, I do not know. 

Mr. Davis. Do you disapprove of the poUcy of keeping these ships 
under the American fiag? 

Mr. Stevens. Not at all. 

Mr. Davis. That being true, we are confined, then, to American 
bids on the ships. 

Mr. Stevens. You are; but you are not compelled to sell. They 
are now under the American flag ? 

Mr., Bankhead. No; but a fufi and fair opportunity to secure bids 
upon the presumed present market value of those ships by American 
citizens developed that those were the highest prices. Do you think 
it probable that in a resubmission for hiSsf the bids would be raised 
substantially ? 

Mr. Stevens. I do not think they will be raised, substantially; no. 

Mr. Bankhead. And being unwilling to sell them at those prices 
you are opposed to selling at all unless you can procure approximately 
twice what has been bid ? 

Mr. Stevens. Yes. 

Mr. Bankhead. That means the permanent operation of those 
ships by the Government ? 
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Mr. Stevens. No; it does hot mean the permanent operation of 
those ships by the Government any more than in selling the cargo 
boats. If we took a million or two tons of cargo boats and put them 
up at auction we might not get more than $100 a ton for them. 

Mr. Bankhead. It means at least the temporary operation of them^ 
then, by the Government ? 

Mr. Stevens. Yes; and I think that is a wise proceeding. 

Mr. Hardy. Let me ask you to put in at this place the bids jrou 
received from foreign sources and the names of the ships, and the bids 
you received for those same ships by the American bidders. 

Mr. Stevens. I will put that in. 

Mr. Chindblom. Do you want the names of the bidders ? 

Mr. Stevens. I do not think there is any objection to that. 

Mr. Habdt. I do not see any objection to that. 

Mr. Chindblom. I do not, myself, see any objection to it, if the 
board feels it is free to put that m. 

Mr. Hardy. I woulcl like you to put in the exact ships bid for. 
I want to see the difference between the world market price and the 
price in this restricted market to which we have hmitea our sales. 

Mr. White. This reconditioning cost of $57,000,000, was that a 
figure to which you gave your assent, and is that substantially right ? 

Mr. Stevens. I do not know. As a matter of fact, both the esti- 
mate of what those ships would cost to replace and the estimate of the 
cost to recondition them were made by our own officials on reduplica- 
tion costs. They are pure guesswork on reconditioning costs. 
They are actual bids on 6 boats and estimates on 13 boats. 

Mr. White. That figures out this way, of course; that if you 
expect to double this offer of $28,000,000 as the value of those ships 
at the present time, that fi^es $56,000,000. Then if you aad 
$67,000,000 as the reconditionmg cost, you have $113,000,000, which 
is $7,000,000 more than your reproduction cost, without any 
depreciation? 

Mr. Stevens. I might say I think the reproduction cost is greatly 
in excess of the estimate that appears on tnis sheet and, it seems to 
me, that if the board were proposmg to sell those ships, that it ought 
to get the most accurate information possible on the question of 
values. We have not done it. We have not asked a single American 
shipbuilder to give us an estimate on what these ships would cost to 
build, and yet they can give a fairly accurate estimate. In my 
judgment it would greatly exceed the amounts put down here. 

l£*. Chindblom. Who are these gentlemen, Gardner and Martin^ 
who made the estimates ? 

Mr. Stevens. I only know they are ship architects and specialists 
in New York City. 

Mr. Chindblom. Thev do represent private interests, do they not? 

Mr. Stevens. They do; and work for them. 

Mr. Chindblom. They are not connected with the Shipping Board 
at all ? 

Mr. Stevens. No. 

Mr. Edmonds. Are they employed by any private interests on a 
salary? 

Mr. Stevens. They do general work for shipping companies in 
New York. 
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Mr. Edmonds. They work for whoever employs them? 

Mr. Stevens. Yes. 

Mr. Saunders. Do I understand you think the figures for recondi- 
tioning are too h^h ? 

Mr. Stevens. I am inclined to think they are — yes. 

Mr. Saunders. How can we get any accurate mformation, then^ 
about any of this situation ? Every set of figures that has been sub- 
mitted here by experts, wherjBsoever they have been derived, have 
been attacked by you and criticized by you: How are we going to 
get any information we can rely on ? 

Mr. Stevens. I think the best information as to what the ships are 
worth and the best information as to what it would cost to recondi- 
tion them, would be procured by reconditioning and putting the 
vessels into use. In fact, I think, if you want to build up a perma- 
nent American merchant marine, this is the worst time in the world 
to force the sale of your ships. I think the reasons why these ships 
are so low here in America is because of the great uncertainty in the 
minds of the American shipowners as to the future. The war has 
upset shipping more than any other industry; the rates are abnormal 
and the operating costs are abnormal, and no man has any certainty 
at all as to the future; no shipping company has any idea of whether 
they can compete with the foreigner, or not, when times get normal. 
Consequently, capital will not go into this business unless the Gov- 
ernment discounts all the uncertainties of the future by reducing 
the prices. And it seems to be very unwise to do that until you have 
the complete facts. They tell us these ships can not compete 
with foreigners and make money, and they, therefore, can not anord 
to pay what the foreigners will pay. I do not know whether that is 
true or not, but I do know if you have these ships operated by those 
same companies that want to buy them, and operate them for the 
Government account, you will have complete and accurate informa- 
tion as to the net income and expenses of every voyage in competition 
with the world's commerce, and then you can sell these ships and know 
you are selling them at the values at which the American shipowner 
can afford to run them; whereas, if you sell them now, you are jump- 
ing in the dark and assuming all the risk of the future in the prices. 

Mr. Saunders. This is the situation, as you see it, that we ought 
not to offer these ships at all at this time ? 

Mr. Stevens. I do not object to offering these ships for sale, but 
I think the prices, to my mmd, indicate now that you can not get 
a fair value for the ships and therefore I would cease the negotiations. 

Mr. Saunders. That is what I say, that you do not think we ought 
to pursue the effort to sell them? 

Mr. Stevens. No, sir. 

Mr. Saunders. Your alternative, then, is we ought to proceed 
with this reconditioning. Your idea is to abandon any further efforts 
to sell them and to expend whatever amoimt of money may be neces- 
sary to recondition these ships and, at the end of the period of that 
reconditioning, to offer them again at what they ought to get, having 
in mind what you put into them ? 

Mr. Stevens. No, sir. 

Mr. Saunders. Or operating them as Government ships for a 
while? 
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Mr. Stevens. I should operate them as Government ships for a 
while. 

Mr. Saunders. Then, the issue that has been raised here before 
us is just one of policy of the Government so far as the question of 
sale is concerned? 

Mr. Stevens. Whether you should conduct an immediate sale 
or put off the sale mi til later, when you have all the information, 
the accurate information. That is the proposition. 

Mr. White. What is the tonnage of these ships, the reproduction 
cost of which was estimated at $106,000,000? 

Mr. Stevens. I have not figured that out. 

Mr. CfflNDBLOM. That is, the 20 ships ? 

Mr. Stevens. It could be done, because the tonnage is here on 
this list. 

Mr, WraTE. What. is the tonnage of the ships, the reproduction 
cost of which is estimated at $106,000,000 ? 

Mr. Stevens. It would have to be added up. As it appears right 
on this sheet here, it gives the Leviathan at 54,000, and comes right 
on through, but it has not been totaled. 

Mr. White. So that you do not know what that figures out per 
ton for the reproduction cost ? 

Mr. Stevens. No. 

Mr. Chindblom. Do you know whether those 20 ships, the repro- 
duction cost of which will be $106,000,000, are the same 20 ships 
upon which you have received bids aggregating $28,000,000 ? 

Mr. Stevens. Yes; they are. 

Mr. CmNDBLOM. Do you not know what the tonnage of the ships 
is upon which you have received a bid of $28,000,000? 

Mr. Stevens. I have the figures right here on the sheet. 

Mr. Chindblom. I understood that tonnage was 350,000 tons, 
and at $28,000,000 it would average $80 a ton. Three hundred 
and fifty thousand tons was the figure, I think, I got from the press 
and in the Interstate Commerce Committee hearuig of the House, 
and it figured out $80 a ton. 

Mr. Stevens. I have not that figure. This sheet does not show 
the total. 

Mr. Lazaro. Can the Leviathan be repaired here or would it be 
necessary to go abroad; and if it can be repaired here, what would 
be the difference in the cost ? 

Mr. Stevens. We have no figures as to what the difference in the 
cost would be, but our experts say she can be repaired here. 

Mr. Davis. Taking the Moccasin, was not the estimated cost of, 
reproduction of the Moccasiny $1,200,000, or was that the original cost ? 

Mr. Stevens. I think that was not an estimate; that was the 
actual cost. 

Mr. Davis. The actual cost was $1,200,000? 

Mr. Stevens. Yes. 

Mr. Davis. That is one ship that the Shipping Board had recon- 
ditioned and put into actual service ? 

Mr. Stevens. Yes. 

Mr. Davis. And reconditioned and put in actual service. Is it not 
a fact that the best bid received for it was $860,000 ? 

Mr. Stevens. The sealed bid was $860,000. 
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Mr. Davis. The $860,000 was the best bid received, and we had 
spent $530,000 in reconditioning her? 

Mr. Stevens. I think thst is correct. 

Mr. Davis. Do you think that result would indicate that the Ship- 
ping Board would make anything by going ahead and reconditioning 
all of these ships and offering them for sale ? 

Mr. Stevens. Yes. She is carried here, the estimated value, at 
$214,200. We spent on her y 

Mr, Davis. Five hundred and thirty thousand dollars. 

Mr. Stevens. All right. Add $530,000 to the $214,000, as the 
estimated value, and you get $744,000, and we got a bid of $860,000 
for her. That proves the contention I make you have to add the 
amount 

Mr. Hardy. What was the tonnage of the MoccaBxn% 

Mr. Stevens. That proves we can get the money back and more, 
too. 

Mr. Davis. Is it not a fact that she was in better condition than 
most of the ships ? 

Mr. Chindblom. Is not the tonnage for the Moccami given there) 

Mr. Stevens. I do not seem to have the tonnage of the Moccasin, 

Mr. Hardy. I would like to have her tonnage and age. 

Mr. White. Seventeen years is the age. 

Mr. Stevens. Yes; 17 years of age. 

Mr. RowE. And the fact she is ready now, Mr. Stevens, for imme- 
diate operation 

Mr. Davis. And in operation ? 

Mr. RowE (continuing). Will make her bring a much higher price 
per ton than you can get for a ship which will take six months or a year 
to complete. 

Mr. Stevens. That is worth something. 

Mr. Edmonds. Is the Moccasin a freight ship ? 

Mr. Stevens. Freight and passenger. 

Mr. Chindblom. What is tne estimated reproduction cost of the 
Moccasin ? 

Mr. Stevens. I do not seem to have that. 

Mr. Chindblom. I understood you to say that the board estimates 
the reproduction cost of the Leviathan at $20,000,000 ? 

Mr. Stevens. No; $500,000. 

Mr. Chindblom. The reproduction cost ? 

Mr. Stevens. Oh, yes; $20,000,000. 

Mr. Chindblom. And Mr. Ferguson, in the hearings before the 
Senate Committee on Commerce, estimated it at $25,000,000 to 
$30,000,000 ? 

Mr. Stevens. He did. 

Mr. Chindblom. Would he not be likely to be $5,000,000 wrong 
on the lower side as well as on the upper side ? 

Mr. Stevens. I should think it would probably be in between. He 
is a very capable man. If he had only put in one figure it might be a 
variation either way, but when he put two it is in between. 

Mr. Chindblom. What I mean is, as a matter of fact, he was only 
guessing? 

Mr. Stevens. That is all we have done, but I think his guess is 
probabhr better than anybody else's guess for us. 

Mr. Kincheloe. Why do you think you guessed wrong ? 

Mr. Stevens. Why ? 
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Mr. KiNCHELOE. Yes; you say it is all guesswork; and why do 
you say you think you guessed wrong ? On what facts do you base it ? 

Mr. Stevens. I will tell you exactly why I think these guesses are 
all too low. The board decided these boats ought to be sold, and 
these men at the heads of our departments, the construction depart- 
ment and the operating department, were heartily of that opinion, 
that the best thing to do was to sell the boats. We advertised the 
boats, got the bids and opened them, and saw what they would come 
to for the boats. Then we sat down and figured the paper estimates 
as to what they were worth. And knowing that my colleagues and 
the members of the force all wanted to sell these boats and thought 
they ought to be sold, and knowing they were dealing with vague 
factors upon which there is an opportunity for men to honestly 
differ, I was not at all surprised to find that the estimate, when it 
finally appeared before the board, indicated we might proceed to do 
what we wanted to do. 

Mr. Chindblom. I think all those considerations would make them 
conservative, but not necessarily wrong. 

Mr. Stevens. It would make them conservative, and with con- 
servative men dealing with these big factors a slight variation makes 
a difference of millions and millions; you can come out about where 
you want to. Take, for instance, a depreciation of 5 per cent and 
2i per cent. That does not look like very much, but over a long 
term of years it makes an enormous difference. 

Mr. Chindblom. That does not apply to the reproduction cost? 

Mr. Stevens. Their expert said $20,000,000, and Mr. Ferguson, 
who knows the Leviathan and who is as capable and expert a ship- 
ping man as you will find in the countrv, says $25,000,000. 

The Chairman. $25,000,000 to $35,000,000 ? 

Mr. Stevens. Take $25,000,000, take his low figure: I think a 
careful estimate of the reproduction cost of those ships wiU run far 
in excess of $106,000,000. 

Mr. Saunders. You agree, I suppose, your board has done every- 
thing it could to get the best market price under the conditions which 
surround the sale, or do you ? 

Mr. Stevens. I do; I think they have taken every possible pre- 
caution to get good prices. 

Mr. Saunders. Then there has been no abuse of discretion on the 
part of the board ? 

Mr. Stevens. No, sir. 

Mr. Saunders. And no action taken which was not suggested and 
in accordance with sound judgment ? And you further agree, I sup- 
pose, that if we continue to endeavor to sell these ships at the present 
time under the conditions under which we have to sell and in accord- 
ance with the law, you are not likely to get any better prices than 
have heretofore been offered ? 

Mr. Stevens. I think it is unlikely under present uncertain condi- 
tions of shipping that you will get substantially larger prices in the 
near future than you can get now. 

Mr. Saunders. So that it just comes to this, then, that it is for 
Congress, as a matter of policy, the board having followed all the 
necessary steps for the board to take, to say whether these ships 
shall be withdrawn and the experiment made which you suggest, of 
reconditioning them and operating them for a while, and then offer- 
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ing them under the conditions that will prevail in the future for sale 
to private interests ? 

Mr. Stevens. I did not quite catch that. 

Mr. Saunders. I say the situation is, then, for Congress to direct 
the board to withdraw these ships from present sale, to recondition 
them, and to operate them for a while on Government account, and 
then undertake to sell them in the future under the conditions that 
will then prevail. 

Mr. Stevens. I think it is up to the board, if it wants to do it, 
and it is up to Congress to do otherwise if it wants to do it. 

Mr. Edmonds. You figure to reproduce the Moccdsin; it will cost 
$300 a ton. She is 17 years old, you say ? 

Mr. Stevens. Where did you get $300 a toni 

Mr. Edmonds. I figured it out. You said the reproduction value 
is $1,428,000, according to a newspaper I have here? 

Mr. Stevens. That is about it; that is right. 

Mr. Edmonds. The cost of duplication is $1,428,000, which figures 
out $300 a ton ? 

Mr. Stevens. Yes. 

Mr. Edmonds. Now, you have an offer, you say, of $800,000 ? 

Mr. Stevens. $860,000. 

Mr. Edmonds. $860,000 for a boat that would cost $1,428,000 to 
reproduce; jou have an offer of $860,000 for it, and she is 17 years 
old. That IS virtually over half her price; that is $150 a ton, about, 
and you have to spend on her $500,000 ? 

Mr. Chindblom. That is ^ready spent ? 

Mr. Edmonds. That is already spent and that is included in the 
$860,000? 

Mr. Stevens. We have been offered for that boat more than we 
spent plus her depreciated value. 

Mr. Edmonds, i ou would get your money back and a little more 
than her depreciated value, and you would get $150 a ton for a boat 
that is past over half of her active life- 
Mr. KiNCHELOE. And she is ready for service now, too ? 

Mr. Davis. Mr. Stevens, what have you in mind that will probablv 
result in changing conditions so that, at a later date these vessels 
could be sold to better davantage, at a better price, than they can at 
this time ? 

Mr. Stevens. For the reason that higher prices are not bid, that 
an American shipping company will not bid but half of what the 
foreigner wUl bid because of his fear that in the future, in competition 
with the foreigner, he can not make money. 

Mr. Davis. Is it not a fact that the competition by foreigners will 
be keener in the future than it is right at this time ? 

Mr. Stevens. You never can 'tell, sir, when conditions get normal, 
whether we can compete more successfully in the future than we 
'have in the past, because the war has completely upset shipping con- 
ditions all over the world. It has caused abnormal operating costs 
and, in my own judgment, I feel quite certain we will be nearer on 
an equality when times get normal than we ever have been in the 
past. Wages abroad have gone up more in proportion to what they 
were before than ours, and I believe our builaing costs will eventually 
come somewhere near the foreign costs. 
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Mr. Hardy. Is not the whole public talking of depreciation of our 
possibility to ever compete with foreign ship owners and operators ? 

Mr. Stevens. Yes. 

Mr. Hardy. And does not the present condition of the shipping 
mind hold in almost dread the future, for fear we shall not be able 
to compete and, as I understand you, your idea is that if the Govern- 
ment operates these ships for a couple of years or three years and 
demonstrates there is a profit, even under American ownership, then 
American capital would not be so timid about investing ? 

Mr. Stevens. That is true. 

Mr. Davis. Suppose it develops that the Govenmient can not 
operate at a profit ? 

Mr. Stevens. Let me say this, the Government does not propose 
to operate any ships and has not operated any. What would happen 
is that the same companies who bid on these ships would have them 
turned over to them for operation, and they would be put in the very 
trades in which they want to put them and there would be some 
method of sharing the profits between the two of us. I think, 
imdoubtedly, we would get some profit out of them whUe the pas- 
senger rates are high and they would get some profit out of them while 
the passenger rates are high, and 1 think that can be done under 
conditions which will secure fair efficiency in operation. 

Mr. Davis. Do you not think that these probable purchasers can 
recondition these ships just as cheaply as the Government? 

Mr. Stevens. I do not think they can do it much cheaper; no. 

Mr. Davis. As cheaply, though? 

Mr. Stevens. No. In some ways the Government has the edge, 
because the Government can use and proposes to use the navy yards, 
and the Navy wants us to use the navy yards. So we have more 
facilities to go to than thev have. 

Mr. Davis. Why was it tne Navy did not submit as low bids on 
the reconditioning of these six ships as did competitors? 

Mr. Stevens, i do not know what those bids were. We have more 
facilities and time is a very large element. 

Mr. Lazaro. Is it not your idea that if the Government withdraws 
this proposal to sell these ships at this time, repairs them, and oper- 
ates them, that in the course of time the people will be satisfied and 
the Government will decide to go into the business permanently? 
Is not that your idea? 

Mr. Stevens. No, sir. I think the shipping business is probably 
about the last business that could be conveniently and permanently 
run as a Government enterprise. 

Mi . Lazaro. You merely want that done in order to sell them when 
conditions will be normal, is that your idea? 

Mr. Stevens. I think this: You have a very difficult problem; 
the war has produced, for America, a very large number of ships. I 
think the general public wants those ships disposed of in such a 
way, if possible, to build up a permanent mercnant marine. 

Mr. RoWE. And I do. 

Mr. Stevens. And so do I. If money were the only thing you 
were looking to, you would sell all these ships on the world market 
and you would get a great deal more for them, both passenger and 
cargo. But I think it is the policy of Congress and the policy of 
everybody to dispose of them in such as way as to make this a per- 
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manent industry. Now, I believe the very best possible chance 
to make a permanent industry out of this merchant marine is for the 
Government, at least for a period of five years, to hold all these ships. 
I am prepared to recommend to your committee and the Senate that, 
outside of undesirable ships, the Government sell no ships for a period 
of five years. The great thing that is needed to build up an Ameri- 
can merchant marine is not ships to-day; the success of the American 
merchant marine is personnel; it is the brains of an experienced 
organization scattered all over the world. 

Air. Edmonds. Right on that point: How will you ever build uj) a 
personnel if the matter is left in the hands of the Government to be 
run in the slipshod manner it has been run up to date ? 

Mr. Davis. And only temporarily. 

Mr. Edmonds. And when good men will not come down and work 
for you for $2,500 or $3,000 a year, when they can get $10,000 a year 
from outside firms ? 

Mr. Stevens. The shipping business is a business which is natur- 
ally divided up into ownership and operation in such a way I think 
the Government can retain title to these ships and not opcrat? them, 
but have them operated by private compani:»s in a way which will 
build up their organizations, provide them an opportunity to go into 
the business and get new men in you can not get now if they would 
have to put up the capital and buy the ships. And by that method 
you will establish in this country the organizations, the brains, the 
men, who can eventually take it off of the hands of the Government. 
You could not dispose of this fleet to-day, the whole fleet, hardly at 
any price, and you would not have an ^imerican merchant marine if 
you did. 

Mr. Edmonds. Run bv the Government ? 

Mr. Stevens. No; not by the Government; run by the various 
shipping companies. 

Mr. Saunders. A system of leasing ? 

Mr. Stevens. It is a system of leasing and chart?ring under which 
they would know, if they were efficient, they could keep the ships and, 
having an assurance of permanent possession of the ships, they 
could build up their lines, they could build up their organizations. 
But they will not go into this business in any large amount with the 
uncertainty of the future. Now, the time may come, and I think it 
will come within a short time, when there may be a surplus of ship- 
ping 

Mr. Edmonds. There is a surplus here now. 

Mr. Stevens. During; that time the Government ought to have the 
title to these ships, becaus.^ by reducing the amount the Government 
takes for its profit and increasing the profit the shipping company 
receives, you can keep in the business the most competent oi the 
operators and eventually you will have them coming ui and bidding 
wnat the ships are really worth and you will have the experience, 
knowledge, and information to decide how much of a subsidy, if any, 
is needed. 

Mr. Saunders. You were objecting very much a while ago about 
an indirect subsidy which you 'said would be carried in the sale of the 
ships at something less than their original price, and yet you are 
contemplating there a subsidy in respect to leasing operations, because 
the Government has to carry the losing end of that business. 
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Mr. Stevens. Wo could get it all out of the use of the ships there. 
If you sell right now, the Government would take the loss by reason 
of the future, but if you leased you would not; you can revise your 
lease at any time. 

Mr. wSaunders. How would that help unless you conceive those 
operations are going to be prosperous, and if they are going to be 
prosperous what will be the difficulty in, making sale ? 

Mr. Hardy. The difficulty in making sale is here now; we know it 
is difficult to make sales now. 

Mr. Stevens. You are trying to unload. Before the war, we had 
perhaps a million tons, perhaps a million and a half tons, engaged in 
the shipping business. Of that million and a half tons, and Congress- 
man Edmonds knows it, they were more especially tankers or fruit 
boats and ore boats and comparatively few straight commercial ships, 
and we had only a small amount of capital engaged in the business. 
Now, you are trying to unload on a small market ten, twelve, or 
fifteen million tons of shipping. You can not possibly do it. 

Mr. Saunders. That unloading you are speaking of — of course, I 
sympathize and agree with you fmly in respect to saving the Govern- 
ment as much money as possible and getting as big a price in selling 
as we can, that is all right; but vou have to unload this stuff at some 
time. The War Department nas already unloaded an enormous 
amount of stuff at a great loss to the Government as compared with 
what we gave for it. That is unescapable. And you nave got a 
scheme here which you think will enable the Government to unload 
at a lesser loss than if we go ahead and say we wiU sell at the present 
high market price. That is just a theory of yom^. You may be 
right. 

Mr. Stevens. I may be right; but this much is certain, that if we 
find out, through actual operation, that American shipping com- 
panies can compete, then they can afford to buy these ships at very 
good values, if we find out we can not, we will know exactly the 
amount they can be sold for and allow them to compete, and we will 
not be jumping in the dark. 

Mr. KiNCHELOE. In the next five years are not wages and costs 
likely to go down to a point whereby, at the end of tne five years, 
they can build those ships at a decreased cost of production, and we 
will have a greater loss if we sell then than we would have now ? 

Mr. Saunders. Of course, that represents a still greater loss. 

Mr. Stevens. I do not think building costs will go down a great 
deal. 

Mr. Saunders. You are dealing with a matter. Mr. Stevens, of 
course, about which you know more than we do; out is it not con- 
templated that ocean freights are going down ? 

Mr. Stevens. Yes, sir. 

Mr. Saunders. Very materially? 

Mr. Stevens. Yes, sir. 

Mr. Saunders. And that is certainly going to lessen the value of 
shms, is it not ? 

Mr. Stevens. Yes, sir. But do you think for a moment that the 
American shipping man does not see as clearly into the future as vou 
and I do; do you think the men who are asked to invest tneir 
money — and it is going to take billions to carry this shipping — are 
not realizing this more Keenly than we are that rates are going down? 
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•Mr.' White. Everything has been taken into account in those bids, 
in your opinion ? 

Mr. Stbvens. Every uncertainty of the futxire, and the uncer- 
tainty of whether they can compete, is the reason why the American 
shipowner will not bid half of wnat the foreigner will. 

Mr. Davis. You think, then, the Government should take the 
speculative risk instead of selling out now and letting the purchasers 
take that risk ? 

Mr. Stevens. I do. In the first place, you can not sell all the 
ships, probably, if you want to, no matter what price you sell them 
for. And I tmnk you will build a much more solid foundation under 
the American merchant marine if you got this question of the sale of 
these ships and a definite policy fixed within a period of five years. 
As it is now, they are aU hesitating either to buy or to place orders, 
because they say, *'What is the Government going to do with the 
ships V^ They want the Shipping Board to come down in price ; there 
is always a constant pressure on us to come down in price. And I 
think ii they knew, in the next five years, no good ships would be 
sold, but were going to be operated oy them in a way they could 
build up their business, it would do quite a good deal to stabilize 
things and let them see what the future is, and let them go ahead 
and Duild if they want to. 

Mr. Hardy. Is it not a fact that you, individually, have a great 
deal of faith in the future of the American ship owner, that he can 
coinpete ? 

Mr. Stevens. Yes. 

Mr. Hardy. If he can not compete, then this experiment will 
demonstrate it ? 

Mr. Stevens. It will, absolutely. 

Mr. Hardy. If it demonstrated that the American ship owner 
can not compete, then we are relegated to the question of whatever 
subsidy is necessary, or to abandoning the sea again ? 

Mr. Stevens. Yes, sir. 

Mr. Hardy. And your idea is we have a situation now where the 
Government itself ought to be the ones to take the demonstrating 
position and show whether we can compete ? 

Mr. Stevens. That is exactly it. In the past 

Mr. RowE. But that depends on how emcient the Government 
has been in operation of tneir ships, and how efficient have they 
been up to this time? 

Mr. Steven's. Let me say this, that the Government is not oper- 
crating a single ship. If there is inefficiency in the operation of 
ships, it is the inemciency of the private operator. We are not 
. operating any ships. 

Mr. RowE. It is your inefficiency to whom you allocate the ships 

Mr. Stevens. We have allocated them to every company that 
existed before the war and dozens of new companies. There is not 
a shipping company who has not ships of ours. 

Mr. Edmonds, it was testified oefore this committee they were 
operating 200 or 300 ships in August, directly ? 

Mr. Stevens. Not a snip. 

Mr. Edmonds. The statement was made, and we have the allo- 
cation table showing in which routes they are operated. 
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Mr. Stevens. We have no operating organization, have no ships 
on the berth. Our ships are all in the hands of private operators. 
There are a few ships for which we have supplied the crews and then 
turned them over to an operating company, but I think even those 
have been reduced. 

Mr. Edmonds. Mr. Gushing and Mr. Taylor turned a report in 
here of the allocation of ships by the United States Shipping Board, 
and in that report gave the names of the concerns ana the number 
of ships they were managing and operating. Among those, there was 
** United States Shipping Board'' operating so many ships, mana^ne 
so many ships. And we asked the question then ana he testified 
before us, ^*They are operating ships.'' 

Mr. Stevens. I think that is a nusapprehension in some way. 

Mr. Edmonds. No* it is the testimony. 

Mr. Stevens. We have managed a few ships. By that, I mean we 
have supplied crews and allocated them for use. 

Mr. Edmonds. No; you have operated ships. The question was 
asked of the operating department, and we nave the testimony in 
the hearings here. 

Mr. Stevens. I do not know of a single ship the Shipping Board 
has operated. 

Mr. Edmonds. I think there were 200 ships at that time operated 
by the Shipping Board direct. We asked the question "Were they 
operated directly?" and he said they were operated directly by the 
board. 

Mr. Stevens. There is some misunderstanding there. 

Mr. Edmonds. That was the testimony. 

Mr. Stevens. We might have done this: We might have moved 
some food cargoes for the Food Administration from the Pacific to 
the Atlantic. 

Mr. Edmonds. That is probably it. 

Mr. Stevens. And we may have sent some food cargoes over to 
Europe directly. 

Mr. Edmonds. That is possibly it. I do not know how it was 
being done, but the question was asked. 

Mr. Stevens. I can tell you to-day there is not a single ship 
operated by the Shipping Board. 

Mr. Edmonds. The question was asked why they did not buy the 
supplies for those ships from the Army stores instead of letting them 
be burned up because thoy had become spoiled, and so keep up the 
cost of living on account of that ? 

Mr. White. I presume you figure private concerns can operate 
better than the Shipping Board, or you would not have done it? 

Mr. Stevens. Yes. 

Mr. White. Disregarding for the moment the matter of these 
prices, eliminating that from consideration, I understood you to say 
that you anticipated a drop in freight rates on the ocean and that 
you aiiticipatea a surplus of ocean tonnage within the next few 
years. If that is true— that is, you are now having high rates and 
certainly there is not a surplus of tonnage — it would almost seem this 
is the time to sell if we had anything to sell. 

Mr. Stevens. We have 1(),()00,000 tons, or more than that, of 
ships and we can not sell them because these things you have pointed 
out the shipping men see just as plainly as the lawyer from Chicago 
and the lawyer from New Hampshire. 
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Mr. KiNCHELOE. When would be a more opportune time to sell, 
Mr. Stevens ? 

Mr. Stevens. The more opportune time to sell these ships, in my 
judgment the only time they could be sold, is when the shipping 
situation of the world has become normal, when rates are down 
somewhere near on a basis of cost, when costs have become normal 
and both the board and capital can look into the future with some 
assurance of stability. That is the time to sell property. If you 
sell property at an uncertain time, you have to discount all the 
uncertamty yourself. 

Mr. KiNCHELOE. If the freight rates go down, then your ships 
will bring a less price ? 

Mr. Stevens. Thw might. 

Mr. KiNCHELOE. 1 ou know that necessarily they will ? 

Mr. Stevens. No. 

Mr. KiNCHELOE. With the shipping rates going down ? 

Mr. Stevens. No, sir. 

Mr. KiNCHELOE. What is the reason ? 

Mr. Stevens. This is the reason: A man will charter a ship for a 
few months on the basis of the present rates, but he is not going to 
put millions of dollars into the ships on the basis of the present 
ireight rates or the rates for a month. He is trying to estimate Avhat 
the rates will be over a period of years and he sees that uncertainty 
just as much as we do. 

Mr. Hardy. You think he discounts that future? 

Mr. Stevens. That is why, on cargo ships, which cost to replace 
about $175 to $190 a ton, and on these passenger ships, in my judg- 
ment, the American shipping man is only willing to pay about hau. 
TTiat is because he sees tne uncertainties of the luture. What is the 
advantage of selling? The only advantage in selling that I can see 
is you may not get as much money in the future. 

Mr. KiNCHELOE. As I understand, you contend that the shipping 
rates and labor and material costs are going to be much cheaper ? 

Mr. Stevens. Yes, sir. 

Mr. KiNCHELOE. But ships would not be worth less than they are 
now. Do you mean to say, as a fundamental proposition, that would 
not be a natural result ii freight rates decreased and if the cost of 
labor goes down and if the price of material goes down and there is a 
surplus, that those ships would not decrease in value ? 

Mr. Stevens. The ships would decrease in real value; yes. 

Mr. KiNCHELOE. That is what I say, they would decrease in value. 

The Chairman. In actual value. 

Mr. Stevens. Sure. 

Mr. Edmonds. That has always been the history of the past, but 
of course we may change things. 

Mr. Saunders. That would mean we would lose more in the future 
than we would at the present time ? 

Mr. Stevens. We might. 

Mr. Hardy. That would only be true, Mr. Stevens, if the present 
proposed buyers were not, in their proposed prices, discounting all 
those things you were speaking of ? 

Mr. Stevens. That is true. 

Mr. Hardy. As I understand, you believe they discount these 
possibilities and then add something to cover all cnances ? 
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Mr. Stevens. Certainly. They are going out and appealing to 
new capital to come into this business, and new capital will not come 
into this business unless it sees some assurance of profits. And when 
it sees the future is uncertain you will only get a small amount of 
capital to come in, and that is why we are bemg asked to put ships 
down to SI 00 a ton. 

Mr. KiNCHELOE. May I ask you this question: In answer to Mr. 
Bankhead's question, as to what in your judgment these ships you 
have been offered 828,000,000 for were worth, you said if sold on the 
open world market, you thought they would be worth twice that 
much? 

Mr. Stevens. They would be worth, in my judgment, easily twice 
that much. 

Mr. KiNCHELOE. Here is what I want to get at: If I understand, 
you are not an expert in the shipping business, are you? 

Mr. Stevens. No, sir. 

Mr. KiNCHELOE. And you are committed to the proposition that 
these ships when they are sold ought to be sold to American people 
and sailed under the American flag ? 

Mr. Stevens. Yes, sir. 

Mr. KiNCHELOE. What, in your judgment, are these ships, for 
which we have been offered $28,000,000, worth on the market to be 
sailed under the American flag and sold to Americans ? 

Mr. Stevens. I do not know. 

Mr. KiNCHELOE. How do you know they are worth more than 
$28,000,000, then ? That is the point. I am trying to get some facts. 
If neither one of us is an expert, 1 am inclined to reiy on the estimates 
of the experts. You say you do not know. Theii why do you say 
$28,000,000 is less than they are worth ? 

Mr. Stevens. For this reason: The war has so upset things you 
have no world^s market, really. There are no such ships as these 
being bought or sold anywhere. 

Mr. KiNCHELOE. They are not going to be sold, under our present 
policy, on the world's market. I am getting down to the proposition 
of your own ships. 

Mr. Stevens. Then, when vou have no established market to go 
by, you have to do exactlv what the Shipping Board did during the 
war, when we paid for ships: You have to assume some measure of 
vidiie. And we have acted on the well-established rule laid down 
by (Jongress, dealing with difficult questions of this kind, the cost 
of reproducing the property minus the depreciation. And applying 
that theory properly to these ships, and applying the same rate oi 
depreciation at which the Government has paid for ships, 1 arrive 
at the conclusion these ships are at least worth twice what we have 
been offered. And to bacK up that view, I point out that foreign 
bids are twice the American bids, and I point out that the board's 
method of figuring this reduces seven of those ships to nothing, 
whereas we have had S7,000,000 bid on those seven boats by Ameri- 
cans. 1 point out, further, that the American shipping industry, as 
whole, has gone on record in favor of marking down all of our other 
tonnage to SI 00 a ton, which, as an average, is about half of what it 
would cost to replace it, because that is all it is worth. These general 

Eieces of evidence seem to me to disclose that those prices are about 
alf of the real value of the ships. 
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Mr. KiNCHELOE. Let us follow that to its conclusion. For those 
ships for which we are offered $28,000,000 you, I think, substantially 
agree it will take $57,000,000 to recondition them? 

Mr. Stevens. I think that is high. I am willing to accept that for 
the basis of the (juestion. 

Mr. KmcHELOE. That will be $85,000,000? 

Mr. Stevens. Yes. 

Mr. KiNCHELOE. Now, then, putting the cost of reproduction of 
those ships at $106,000,000, then you allow a 2^ pjer cent deprecia- 
tion, and according to your own calculations, there is only $1,000,000 
difference in the whole transaction. 

Mr. Stevens. No, sir. Let me say, further, that further proves 
to my mind that these estimates of the board on which we are acting 
are of little value; that proves to my mind, sir, in connection with 
these foreign bids on these very ships that our cost of reproduction 
is fairly below the real cost, and my own opinion agrees with that of 
the only expert shipbuilder anybody has consulted in the matter, 
Mr. Ferguson. 

Mr. itiNCiiEroE. Do you not think the other members of the board 
and Congress ought to rely on those experts who have given these 
values, rather than on your and my opinion on a matter on which 
we both of us admit neither one of us are experts? 

Mr. Stevens. I will only say this: I only know that the estimate 
of value produced by our experts, which we submit to you, reduces 
itself to an absurdity in that it shows that seven ships are worth 
nothing on which we received a bid of 87,000,000. 1 am not an 
expert in ship values but something tells me up here in my head 
that there is something the matter with our estimates when private 
shipping interests would come in and pay $7,000,000 for something 
we nave estimated is worth nothing. If that is not' correct, if that 
is not logic, I want to go back to a farm in New Hampshire. 

Mr. Hardy. Is that a part of the estimate ? 

Mr. Stevens. Yes, sir. 

Mr. KiNCHELOE. You admitted a while ago vou do not know the 
value of these ships to be sold to Americans under the American flag; 
vet, at the same time, you come around to Congress, and say 
$28,000,000 is too little? 

Mr. Stevens. I think their conduct in bidding $28,000,000 is in 
line and in absolute harmony with their position on thig whole 
question of tonnage, that it ought to sell for about half of wliat it 
cost. 

Mr. KiNCHELOE. Why do you say that, when you say you do not 
know what it is worth 'i 

Mr. Stevens. I know what the cargo tonnage cost. 

Mr. KiNCHELOE. I am talking about these siiips. 

Mr. Stevens. I am the only man I know wno has consulted a 
shipbuilder, and I consulted with the best shipbuilder in the business 
there is. 

Mr. Saunders. If these conspirators occupy that attitude for the 
present, why is it likely they will not maintain it for the future ? 

Mr. Stevens. What conspirators ? 

Mr. Saunders. These people who are doing the buying. 

Mr. Stevens. They are not conspirators. 

Mr. Saunders. They are in a way conspirators? 

Mr. Stevens. No, sir. 
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Mr. Saunders. They are holding down the prices, from what you 
say. 

Mr. Stevens. They do not do so by agreement but on account of 
the uncertainty of the future. Capital is the most cautious thing in 
the world and they are asking us to discount all the uncertainties of 
the future in the present prices. I do not think it is the wisest policy. 
We can only build up an American merchant marine by keeping it, 
for a few years, in the nands of the Government, until the uncertainties 
become certainties. 

Mr. Saunders. But you said foreign bidders do not seem to be 
looking at it in that way. 

Mr. Stevens. No. Why? 

Mr. Saunders. Well, why ? 

Mr. Stevens. The reason is, there are no firms in the United States 
who have had the experience to handle this kind of tonnage or the 
organization to handle this kind of tonnage. Furthermore, in 
America, even those companies who have had experience have more 
tonnage than they ever had. Foreign companies nave not; they have 
much less than they ever had and in the past they were able to com- 
pete and make money and they are anxious to get their fleets back. 
There is a dearth of tonnage over there in the world's market. The 
world's market is the deciding market and it has less tonnage than 
it had in 1914 and America has a great deal more. 

Mr. White. That is the reason they are willing to bid more? 

Mr. Stevens. They have had more experience and more tonnage. 

Mr. White. That is the reason they are willing to bid more for 
these ships than American buvers who have a sufficiency? 

Mr. Stevens. Yes; and we have few people who have had the ex- 
Derience over here and few organizations to handle big ships like these. 
You only have just a few buyers for these ships. 

Mr. Saunders. You say they are willing to pay more for these 
ships because there is a great dearth of tonnage over there. That is 
a field in which our capitalists, if they get these ships, can operate; 
if the foreign country is good and we can get the ships here and 
operate them over there, there is the field for profitable operation. 
I reckon our American business man is as good a business man as 
anyone the world over, and he takes into view the whole situation 
and possibilities. 

Mr. Stevens. He is that, but we have very, very few Americans in 
this business. There are almost no ships like that in America and 
you are offereing them to just one or two, a few men, and some of 
them green men; we have a large amount of tonnage as compared 
with the world's tonnage. 

The Chairman. Why should these foreigners, to whom you an- 
nounce you could not sell, when you advertised the sale as being con- 
fined to Americans, why should they bid twice the money for the ships 
when they knew they could not buy at any price? 

Mr. Stevens. I do not think they all knew they could not buy. 

Tne Chairman. They can read. 

Mr. Stevens. It was not decided until after the bids were opened 
we would reject the foreign bids. 

Mr. Saunders. Then it comes down to this, so far as I under- 
stand it, so far as your suggestion is, that with respect to these 
particular ships we have been considering they ought to be recon- 
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ditioned and then leased on such terms as you can to American 
G^p operators, and then the other ships in the yards, as they come 
out; that they ought to be put in the world's business under leases, 
and we ought to continue that for about five years imtil we can 
educate in America a group of people of sufficient intelligence to 
know how to do this ocean business; and then, at the end of that 
five years, to determine whether to continue that system of leasing 
or to dispose of the ships we then have on hand ? 

Mr. Stevens. Yes. I think that is the best method by which, 
really, to build up a permanent American merchant marine. 

Mr. Saunders. Do you think this committee ought to introduce 
a resolution or bill directing the Shipping Board to carry out that 
policy ? 

The Chairman. And you would have to get the money. 

Mr. Stevens. No, we have the money; we could get enough out 
of the operating receipts, I think, to do it. 

Mr. Crowther. I asked this question before and it appears in the 
hearings of the Division of Operations, and I think 1 also asked 
Judge ray ne, and that is, do the records show that the United States 
Shipping Board are making money under the allocation system — 
have they made money? 1 think Judge Payne said the accounts 
were in such a chaotic condition it was very hard to determine, 
when I asked him. And some of the men here hi the Division of 
Operations, of whom I asked it, at the head of operations, said the 
figures were not available; that some of the turn arounds were long 
and far apart and it was hard to get any recoid. Has it been de- 
termined yet, under this method, that we have made money ? 

Mr. Stevens. Yes; we have made money. 

Mr. Crowther. Have you in mind the value of the investment, as 
suggested by Judge Saunders; has that been taken into account? 

Mr. Stevens. We have taken in and turned into the Treasury a 
great deal more money than we have paid out for operations. How 
that would figure out on the capitalized value of the ships I do not 
know. 

Mr. Crowther. That has not been done ? 

Mr. Stevens. I do not think that has been thoroughly done. I 
simply know our operating income is greatly in excess of the operat- 
ing ou^o. 

Mr. Edmonds. Do you think your percentage of profits is as great 
as that of the private operators ? 

Mr. Stevens. I do not know. 

Mr. Edmonds. You would have far more money than you have. 
I think, if you bad made the profits made by the International 
Mercantile Marine. Still you may have made more money than I 
know. 

Mr. Stevens. We have made a lot of money out of the ships, and 
in my judgment we can make mone^r just as long as the rates hold up. 

Mr. Edmonds. I think the question resolves itself down to this: 
I am not saying that this vidue of $106,000,000 is correct 

Mr. Stevens. I do not think it is correct. 

Mr. Edmonds. But you have that as near as estimate as you can 
get. 

Mr. Stevens. It is not my estimate. 
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Mr. Edmonds. That estimate brings it down to $79,000,000. I 
think the question comes up as to whether we wish to coimtenance 
spending $57,000,000, bringing the cost virtually to the same thing 
on these ships, takmg the bid prices, of the taxpayers' money, to 
operate these ships at what I think we all acknowledge would be a 
loss — whether the advantages and governmental necessity are great 
enough to do that. 

Mr. Stevens. You won't make a loss as long as the passenger 
rates remain where they are now, in my opinion. 

Mr. Edmonds. Mr. Stevens, I have tried to say, and I think all the 
time I have said, in my opinion, many of the ships built after the 
Ist of July are surplus. I think the tonnage of the world is well 
served by the tonnage that was built on the 1st of July, and it is my 
opinion, just as soon as those ships get to operating in any decent 
form to the ports of the world, you are going to find a slump in pas- 
senger rates and everything else. 

Mr. Stevens. Don't you think that has had some effect on the 
bids, too ? 

Mr. Edmonds. I do not know whether it did or not. My opinion 
is you are about three or four millions tons overbuilt to-day, and I 
do not know what you are going to do with the tonnage- when we 
begin to run anything near normal. 

Mr. Hardy. On that question of depreciation, let me ask the wit- 
ness a question or two: If I understand, the depreciation, whether 
you rate it at 5 per cent or 2i per cent, must be upon the value at 
the 'beginning of the year. In other words, if you nave a ship now 
that is worth $214,000 and you put $500,000 on it, you depreciate 
that ship 5 per cent or 2i per cent on the $714,000 for the year? 

Mr* Stevens. Yes, sir. 

Mr. Hardy. And you would have on the $500,000 only one year's 
depreciation. Now, if you have put into this Moccasin $500,000 of 
improvements, you do not estimate the depreciation on that part of 
it for anything like 16 or 17 years, because the rest of the ship was 
that old, do you? In other words, if you put into the Leviathan 
$7,000,000 to condition it, you would not estimate next year that 
that $7,000,000 had been depreciated for six years? 

Mr. Stevens. No, sir; you start over again. 

Mr. Hardy. You start over again. So that it seems to me, Mr. 
Edmonds, if you spent now to recondition these ships $75,000,000 
you would not consider that as depreciated for an average of 16 years 
at all, but that would be new stock subject to no depreciation at all. 

Mn RowE. Judge Hardy, the thing is just the same with a man: 
When he gets to be three score and ten years of age he has reached 
the end of his life practically, but there are some men good after they 
pass 70. Yet you can not make him young by putting a new suit 
of clothes on him and getting him a new hat and all that. His 
Cjlothing may be worth a little more but the man is not. 
; Mr. Hardy. But the ship is not like that. There are no arteries 
or blood vessels that get old in a ship. 

Mr. RowE. Yes, there are. When she gets 20 years old she costs 
more to keep in repair than you can earn with the ship, in ninety-nine 
times out oi a hundred. 

Mr. Stevens. If that is so, then more than half of the American 
ships are worth nothing. 
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Mr. Rows. Not at present rates. 

Mr. Stevens. No; not at present rates. 

Mr. Rows. I am talking aoout normal conditions. 

Mr. Stbtens. Well, talking about normal conditions, the best 

Fassenger fleet under the American flag to-day is owned by the 
, M. H., and it averages 22 years old, but you can make sure it is 
not carried on the books of their company on that basis. They have 
one boat 35 years old, one 34, two 25, and their youngest boat is 
16 years old. 

Mr.«Row£. Oh, there are men who are young at 75 

Mr. Stevens (continuing). And right there, I want to say one 
word, and that is this talk about ships 20 vears of age being old is not 
true. We paid for one 38 years old, and Mr. Martin, who has been 
mentioned nere, reckoned the depreciation on her at 2^ per cent — 
38 years old. 

Mr. Edmoni>s. Is that those three ships that were bought up on 
the Lakes for $1,500,000 and sold back to the same fellow for $500,000 ? 

Mr. Stevens. No, sir; that was not. 

Mr. BuBBOUOHs. May I ask you one question before you go: I 
imderstood you to say that you thot^ht the uncertainties of the future 
had all been discounted, had very ^gely been discounted by these 
people who have proposed to give these bids, and that that is reflected 
m tne prices which tnev have submitted ? 

Mr. Stevens. I thinfe so. 

Mr. BuBROUOHs. And your idea is that the Government should 
take that speculative chance and go ahead and make this expenditure, 
if it is $57,000,000, to recondition the ships and operate tnem for a 
time and determine those conditions which now are uncertain. 
Now, I want to know if there is anything, any basis of facts within 
your knowledge, from which you, as a reasonable man, can draw the 
conclusion that if the Government does take that chance and spends 
this money under these conditions, with the certainty, as you say, 
of falling freight rates and the probability of falling wages and the 

E rices ofmaterial and an increased tonnage, that that uncertainty will 
e resolved in favor of the Government and we can get a bigger 
price for these ships then than we can get to-day 1 

Mr. Stevens. 1 do not say you can get a bigger price. 

Mr. BuRBOUGHs, Then why take that chance ? 

Mr. Stevens. You may get a bigger price; you may not. No man 
caji tell you that. You certainly mil nave, when you sell the ships, 
complete information of what they are worth to the American 
shipping company in competition with the foreigner and you will 
make, at least during the time the passenger rates are high, some 
profit on the ships. 

Mr. BuBROuGHs. Do you think so? 

Mr. Stevens. Oh, yes; certainly I do. 

Mr. Edmonds. Is tnat with or without rum ? 

Mr. Stevens. I think they cdn make money on the present rates 
without rum. 

! Mr. BuBROUGHS. Have you any basis of facts, which you can 
submit here and make part of the record, showing what pronts have 
been made by the Government on any ships they have operated 
heretofore ? 

165887—20 4 
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Mr. Stevens. We shall submit, when* we appear, I suppose, to put 
in our estimates, what the boats have made. I do not have charge 
of that. 

Mr. Chixdblom. You have not operated any passenger ships 
yet? 

Mr. Stevens. Oh, no; we can show you what we have made. We 
have just started in with the Moccasin, and we will have a record 
every voyage. First, we will know every cent we have paid out on 
that; we wul know every cent we have taken in, and after she has 
operated a while in that South American trade you will know whether 
she is worth $860,000 or less. 

Mr. Wufte. Will that show interest on the investment, insurance, 
and depreciation, or will it simply show the money you take in and 
the money you pay out ? 

Mr. Stevens. Certainly it will. 

Mr. Crowther. That is what I asked and I think that is the 
most important thing. The people are asking us and the people 
want to know, and I would uke to have Mr. Payne, who said lie 
was trying to do something of the kind, tell me whether he has 
done that and whether anything has been determined on that line. 

Mr. Stevens. If you have an account which shows your operating 
income above your expenses, the balance you can figure on any way 
you may want to. You can figure it at 4 per cent on $100 or 2 per 
cent on $200, but you do not change the amount of your income by a 
change in your capital account. You have to take your income 
and set up a capital account. 

Mr. Edmonds. You have to charge up capital and overhead. 

Mr. Stevens. Yes; and when you show your net moneys taken 
in, you can spread it over these boats in any way you want to — the 
cost of the boats, the market value of the boats, or the cost of repro- 
ducing the boats. 

Mr. White. We can if we have the data, but we have not got it 
and unless you put it in we won't get it. 

Mr. Stevens. We can show you what the boats have brought in 
in cash; certainly. 

Mr. White. As against that, can you tell us what the cost of the 
boat is, so that we can know what the cost of the boat to the Shipping 
Board is and can figure the interest, and insurance and depreciation 
and all those things ? 

Mr. Stevens. Certainly. I do not think any one expects the 
income of those boats to show sizable profits on the cost of the boat. 
TTie cost of the boats was a war emergency. We can build those 
boats much cheaper to-day than during the war, and no American 
owner figures his real amount of profit on the cost of reproducing 
the boats now, but on the earnings and expenses. 

Mr. Hardy. If the Moccasin has a good profit you would, by that 
profit, estimate what the ship is worth ? 

Mr. Stevens. Certainly. There is what seems to me to be the 
best evidence you want; Mr. Munson was willing to pay $860,000 
for the Moccasin, and he is now operating that snip for us in South 
America. 

Mr. Payne. Was that Mr. Munson? 

Mr. Stevens. Yes. 

Mr. Payne. I do not think so. 
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Mr. Stevens. Anyway he will know and we will know just exactly 
what the ship earns in that trade, and she is worth in that trade what 
she can earn. 

Mr. Saunders. Take that boat, and Mr. White asked the question 
which partly covered what I had in mind, which was, in computmg 
the profits, are you going to have in mind what the ships are worth 
according to the present market rates, or what you think those ships 
ought to be worth according to the present process of figuring by 
the board ? 

Mr. Stevens. They will show you so much profit. Now you can 
spread that over the value of the ship in any way you want to; you 
will have it and anybody wUl have it. 

Mr. Saunders. We won't have the value of those ships. It makes 
a very material difference. You want us to hold up the sale of those 
ships because you think they are not bringing what they ought to 
bring. Having in mind the conditions by which you fix the value, 
I want to know whether you are going to estimate those profits, 
whether you would fix the amount according to the figures and esti- 
mates and computations you have given here this morning, or those 
values according to what those smps would bring in the market, 
put up and sold ? 

Mr. Stevens. I should figure, first, on the same values I have put 
up here, namely, the cost of producing that ship, minus depreciation. 
TtiAt is going to tell you whether you can continue to make money in 
that business. If you can not make money enough to cover your 
operating costs and get a reserve to replace the eqmpment when it is 
gone, you are in a dead business. So that I should figure on the 
cost of producing the property and I think it is the only safe way to 
figure. 

Mr. Saunders. The cost of present reproduction ? 

Mr. Stevens. Yes, sir. That is the only safe basis to figure. 

Mr. Saunders. If we put the Leviaihan into the passenger-carrying 
business, you would figure it on the basis of the Levwiluino&^g worth 
about $25,000,000 ? 

Mr. Stevens. I would figure it on the basis of the Leviathan being 
worth $25,000,000 minus depreciation for six years. 

Mr. Saunders. Minus that depreciation ? 

Mr. Stevens. Yes, I would; and I would say if she can not pay 
interest on that, that then she could not stay in that business or 
make money, imless she was subsidized, because she would have to 
go out business. 

Mr. Edmonds. If you could not make a profit on a ship like the 
Leviathan, then you had better sell her. 

Mr. Chindblom. You spoke of the Moccasin: I saw the statement 
by some one, and was it a fact you lost one-half of the reservations 
for the Moeca^n when it was discovered, in addition to being an 
ocean ship, it would also be a water-wagon ? 

Mr. Stevens. I have heard that stated; I do not know whether 
it is true or not. I have never talked to Mr. Munson. 

Mr. Crowther. I would like to ask. Judge Payne, before you go, 
if there has been any change down there in the accounting depart- 
ment, so that these figures might be arrived at — some condusion or 
some little news we can give to the people who are asking us ? 

Mr. Payne. A very material change, but no complete audit. 
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Mr. Crowther. That will be a matter of some time? 

Mr. Payne. Yes. That is the most distressing part of my work. 
It is perfectly manifest all during the period of high rates we got 
in a good deal more money than we paid out. I made a drive to 
collect in the money that was due us and we have gotten from that 
drive, in round numbers, $120,000,000. 

Answering the broad question as to whether it is profitable, con- 
sidering the investment, even based on the present cost of building 
ships, the answer will be no. As a matter of further detailed informa- 
tion, this is the situation — ^whether it is due to the exchange situation 
or what, I do not know — the fact is that the business is dropping off, 
and I have sent the chairman a letter containing a recommendation 
from our division of operations that we should tie up somewhere 
at the docks every single wooden ship we have. 

Mr. Crowther.' About 280-odd ? 

Mr. Payne. Because we can not operate those ships for the actual 
cost of operation. That is not true of the big cargo ships that are 
running m established lines. 

Something has been said about the Moccasin. The Moccasin has 
made one round trip and we have not received any advices whether 
we have made money or lost money. The report is not in. I am 
afraid it will not show a profit. 

Mr. Edmonds. It did not carry a full passenger list? 

Mr. Payne. She did not carry a full passenger list. 

Mr. Chindblom. And were there reservations canceled on account 
of the restrictions against the sale of liquor? 

Mr. Payne. My information about that is not sufficient to say; 
there never was submitted to me a definite official report, but it was 
stated to me by the Munson Company that they haa sold out; that 
is, the}^ had reservations out for all their space, and that, when my 
announcement appeared that liquor could not be sold on that Ameri- 
can ship, they had cancellations of about one-half. Chairman Jones 
announced the other day, when I was before the Commerce Com- 
mittee that he had a letter from Mr. Munson on that subject which 
did not entirely accord with my statement, but I have not seen that 
letter. 

Let me say one word in reply to Commissioner Stevens. This is 
the situation in a nut shell: Using such common sense as we have, it 
is quite evident to me that we are approaching a period where there 
will be, within one or two, or three or four or five years, a lessening 
in ship values — a substantial lessening. Now if we make the 
experiment that Mr. Stevens says we ought to make, it may demon- 
strate as he suggests what the result will be; but if, as I confidently 
believe, it will demonstrate a failure, then we will have our fleet on 
our hands, including these ex-German ships, with no market for them 
anything like equal to the present market. The same way with 
his idea about the cargo ships. 

In the first place, we can never build a merchant marine in this 
country unless the ships are operated by private owners. This 
thing of the Government running a merchant marine itself, either 
directlv or through operating companies, where it bears the losses 
and takes all the chances. Congress may stand it for one or two or three 
sessions, but the minute it comes to demonstrate, like the railroads 
demonstrated, great losses, you will cut it off like that [snapping 
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fingers] and the result will be you will have no merchant marine. 
The only possible way to build up a merchant marine is gradually to 
feed these ships out to private owners and let them bmld up their 
organization efficiently and let them establish the routes that put 
them in competition with forei^ companies and foreign shipowners. 
If we go on and operate these ships for five years without selling them, 
fail — no other possible answer to it, and great losses besides. 

Mr. Chindblom. And this failure that you think you see in the 
result of Government operation for a period of five years, you do 
not believe would attend private operations ? 

Mr. Payne. I do not at all, for many reasons. We cannot, with 
the very best we can do, run a Government estabUshment with 
business efficiency. I had already let out 165 people from our Di- 
vision of Operations and some more besides. There were still 696 
Eeople in that division here in Washington. And I got all the 
eads together, all the subordinate heads, and I talked with them 
and I hammered at them and they insisted they did not have an 
extra man. I got an expert. I brought him there and I am paying 
him $50 a day besides absorbing his salary. In two months that 
man brought me a sheet having gotten rid of more than 400 people, 
and reducing that number to about 270 odd. And all the heads say 
to me, and they will say to you, that they are much more efficient 
now than before. Now the difficulty is that runs through every 
form of Grovemment operation. , 

Mr. Stevens. It just seems to prove that if you have the right 
man for chairman, though, you can get efficiency ? 

Mr. Payne. No; you can not do it; at the very best, you can not 
do it. 

Mr. Stevens. May I say one word more about the uncertainty of 
the future, that if you do not sell the ships now on the market, you 
will have to sell at a loss; I think the uncertainties in the future 
have all been discounted by these shipping men who see them even 
plainer than we do, in their bids; so tnat in my opinion, if you hold 
the ships you will get as much in the future as you can now, even if 
you are forced out of the operation. They have discounted that in 
the bids and you would not oe any worse off. You will be better off 
and have the information and know what you have got to do. 

(The committee thereupon adjourned.) 
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